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(Testimony of A. V. Petersen.) 

Q. From whom did you learn of the existence 
of the partnership ? A. Mr. Hammond. 

Q. And in what connection did he tell you or 
inform you of the existence of the partnership? 
How did it come about that he made the disclosure 
to you? 

A. Well, it was during a general discussion that 
we had in his office. He mentioned the fact that he 
and Bill had formed a partnership in the company. 

Q. Were you surprised at that information ? 

A. Not particularly, no. 

Q. Did you say anything to him about that when 
you learned that he had formed a partnership? 

A. Well, no more than just the general details 
on it or general information. 

Q. Did he tell you when the partnership was 
formed ? A. Not particularly, no. [304] 

Q. Did he tell you why the information had 
been withheld from you? 

My. Winter: Objected to as hearsay. 

Tne Court: Answer the question. 

(Question read.) 

A. Generally, he just mentioned the fact that 
he wished it to be a secret, particularly from one of 
our former associates. 

Q. Who? A. Mr. Mason. 

Q. Do you remember entering into a contract 
yourself with Mr. Hammond regarding vour em- 
ployment ? Ads Yes: 

Q. In February, 1942? A. Wests: 

Q. Had there been any discussion about a part- 
nership for you? 
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A. <A partnership for me? 

@. Yes. Had you been asked for a partnership 
interest in the business prior to that date? 

A. Well, no, not a partnership interest. 

@. In the course of your work, Mr. Petersen, 
particularly in the years 1941 to 1944, did you have 
anything to do with the matter of making up esti- 
mates upon which bills for payment were to be 
rendered ? A. Yes, sir, I did. 

Q. State what your work was in that connec- 
tion? [3805] 

A. Well, preparing the amount of work com- 
pleted during the month for invoicing purposes. In 
other words, we were on the job and would figure 
the amount of concrete that had been poured dur- 
ing the month. 

The Court: You have covered that with two wit- 
nesses, now. It 1s cumulative. 

Mr. Bischoff: If your Honor thinks it is cumula- 
tive, [ will not pursue it. 

The Court: No. 

Mr. Bischoff: I want to ask one question in that 
connection with your Honor’s permission. 

Q. In accumulating your information that was 
to be ineluded in the estimates upon which the bills 
were to be rendered, did you include materials that 
had been delivered to the job? 

A. Yes. If any large material items would be 
stored on the job, they would naturally be in- 
cluded. 
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Q. Did you ever have any, what you might call, 
inventory of materials on hand; that is, in stock 
piles, not for immediate use? 

A. On each job? 

Q. On any job. 


A. Some of them, yes, we would; some of them 
we would not. 

Q. Atany rate, whatever materials you did bring 
on the job were included in your billings? 

A. Yes. [306] 

Mr. Winter: He didn’t say that. He said they 
had a lot of materials on the job. 

The Court: You may ask him that on cross- 
examination. 

@. (Mr. Bischoff): Before the final estimate 
was made up, did you go over the items with the 
engineers and architects who were required to ap- 
prove them? A. Yes. 

Q. Did they approve those bills as you prepared 
them ? 

A. Yes. They were checked before they were 
sent in to the office. 

Mr. Bischoff: That is all. 


Cross-Examination 
By Mr. Winter: 

Q. Did your estimates always include, up to De- 
cember 31st, all stock piles on hand? In other words, 
if you were preparing an estimate as of December 
Ist, your estimate would not, of course, include any 
stock pile of materials on hand up to December 
olst, would it? 
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A. Tf there was a surplus of material on hand 
as of the end of any month it would be included in 
the estimate for that particular month. 

Q. The estimates were not made on all jobs at 
the end of each month. They were made at different 
times during the month, whenever the work was 
completed ? 

A, Not generally, no; they were generally made 
at the end of the [3807] month. 

Q. On any of your contracts, could you bill for 
all materials on hand or could you only bill for 
the portion of the building that was completed ? 

A. I don’t believe I understand. 

Q. I will put it this way: In all of your con- 
tracts, could you bill for materials on hand? 

A. If you had material stored on the job, you 
could bill. 

Q. On all contracts? 

A. If that was stipulated, yes. 

Q. If that was not stipulated, then, of course, 
vou did include the materials on hand, did you? 

A. No, we would not. 

Q. When could you bill for the portion of a 
building that was under construction which had 
not been completed to such a stage that it could be 
estimated as to the percentage of completion? 

A. I don’t think I understand that question. 

Q. In other words, suppose you were building 
a smokestack and it was half up. Could you bill for 
that? On your estimate, could you bill for the 
smokestack before it was completed, or would you 
wait until you completed a unit? 
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A. No, if it was half finished we would probably 
bill for half of it. It depends on the type of job 
you are doing. 

Q. It made a difference what type of contract 
you were working on, and the state in which the 
construction was at the time of [808] the billing? 

A. Yes. 

Q. In other words, you would have considerably 
more money invested in cost of construction—not 
considerably more, but you would have almost as 
much in cost of construction as you would have in 
the amounts of billings? A. I don’t know. 

Q. What? 

A. I don’t know, on that one. 

Q. Well, if you had to take out a lot of ma- 
terials and a lot of equipment in construction, that 
would cost you money, wouldn’t it? 

A. Well, it all depends. 

Q. Did the estimates that you made involve the 
percentage of the completion of the building or 
were they based on the amount invested in the 
building ? 

A. Well, which estimates are you referring to? 

@. ‘The estimates that you made. 

A. They were made two different ways. One job 
was on a yardage basis and another job would be 
on the portion of the work completed. 

Q. The percentage of completion? 

A. Not particularly. One job would be on the 
concrete yardage on that particular building for 
that month; on another job it would be the per- 
centage of the work that had been completed 
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to [309] date. In other words, if you had 25 per 
cent done, you would bill accordingly. 

@. In answer to Counsel’s question, you say 
with respect to this so-called partnership—Did vou 
understand in February, 1942, that Mr. Bill Ham- 
mond was a partner? A. No, J didn’t. 

Q. You didn’t know? A. No 

Q. Did you understand that he was working the 
same as you were, on a percentage of the profits? 

A. I knew he had a contract similar to mine. 


@. <A contract similar to yours? A. Yes. 
@. Did he exercise control as a partner in the 
business ? A. Equal control. 


@. Equal control in the business with his fa- 
ther? 

A. Well, I wouldn’t say it was very equal, but 
it was in a partnership way, if that is what you 
mean. 

@. Did he exercise any more control over the 
business than you did? 

A. I wouldn’t say more, no. 

(. Did he exercise any more control or voice in 
the business than My. Mason did? 

A. As far as jobs, probably not; possibly in the 
office, yes. 

@. Possibly in the office? [310] 

A. Yes, but I don’t know about that. 

Q. In other words, there was no difference in 
his right of control over you prior to February 38, 
1942, than there was subsequent to 1942, was there? 

A. Well, prior to that time I was employed 
directly by Mr. Hammond. 
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Q. After that time, whom were you em- 
ployed by? 

A. Working directly with Mr. Hammond. It 
wasn't in connection with Bill Hammond at all, 
then. 

Q. That was after February, 1942? 

A. Correct. 

@. Counsel asked you whether or not you asked 
Mr. Hammond to take you in partnership, and [ 
think you said you were not asking that, but for a 
pereentage-of-profits arrangement ? 

A. That is correct. 

@. Did you ever ask to be made a partner in 
the business ? A. No, I have not. 

Q. Do you know whether Mason ever asked to 
be a partner in the business? 

A. Not in my presence. I don’t know. 

Q. All you wanted was a percentage of profits? 

A. TI wanted a share of the profits, yes, on some 
sort of a basis, percentage basis. 

@. Would it have made any difference to you if 
Mr. Bill Hammond had been a partner in the busi- 
ness? [311] A. Not at all. 

Q. Did you ever discuss it with Mr. Mason? 

A. Well, possibly. 

Q. Was Mr. Bill Hammond present when you 
signed your agreement? 

A. No, not when I signed my agreement with 
Mr. Hammond, no. 

Q. Who was present? 

A. Mr. Hammond and Mr. Mason and Miss 
Novak. 
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Q. Where were you when you entered into that 
agreement, in the office downtown, or in Mr. Jacob’s 
office, or where? 

A. Jn our office in the Spalding Building. 

Q. Where? 

A. Our office in the Spalding Building. 

Q. The first time that you heard of the so-called 
partnership arrangement or agreement was about 
1944, wasn’t it? 

A. That is correct, about that. 

Q. When the returns were being made in March 
of that year? 

A. J can’t answer that exactly. It was approxi- 
mately two years later. 

Q. Was Mr. Mason with you when Mr. Ham- 
mond told you that he had such an agreement? 

A. No. 

Q. Have you ever seen the agreement to this 


date? A. No, I have not asked for it. 
Q. Are you still working for Mr. Hammond? 
A. Yes. [312] 


Mr. Winter: That is all. 
Mr. Bischoff: That is all. 


(Witness excused.) [313] 


GARTHE BROWN 
was thereupon produced as a witness on behalf of 
the plaintiff and, being first duly sworn, was exam- 
ined and testified as follows: 


Direct Examination 
By Mr. Bischoff: 
Q. Where do you live, Mr. Brown? 
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Portland, Oregon. 

How long have you lived here? 

All my life. 

How old are you? A. Thirty-three. 
What is your profession? 


POOP DO 


Attorney and accounting practice, specializ- 


ine in income tax work. 


go 


How long have you been an accountant? 
About eight years. 

You are not a Certified Public Accountant ? 
No, I am not. 

Will you tell the Court what experience you 
have had in accounting? 

A. Well, the first training I took, of course, was 
in high school; then in the LaSalle Extension Uni- 
versity. I took their complete course in higher ac- 
countaney and took the course of Northwestern 
School of Commerce here in Portland and exten- 
sion courses at the University of Oregon. [314] 

Q. Where have you practiced your profession 
after your training? 

A, Well, I was employed in accounting work 
for Adren Farms here, or the Sunfreeze Ice Cream 
Company; I was there about six months. 

Then I was with Montgomery Ward, doing buy- 
ing and also there was accounting work connected 
with it. From there I became associated with Mr. 
Jacob in the preparation of tax returns, and we 
also, of course, have some clients’ books that are 
kept under our supervision. 

@. Mr. Robert T. Jacob? A. Yes. 


OrOoPeo 
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Q. One of the attorneys for plaintiff in this 
case ? A. That is correct. 

Q. Are you associated with him in business at 
this time ? 

A. Yes, I am a partner with him now. 

@. When was that partnership performed ? 

A. January 1, 1947. 

Q. Does this partnership include any interest 
in any compensation to be received from this case? 

A. None whatsoever. Mr. Jacob had this case 
prior to that time and it was held out of the part- 
nership, and Mr. Jacob and I both so understand it. 

Q. In the course of your employment, prior to 
the partnership, you worked for Mr. Jacob as an 
employee ? A. Yes. 

Q. In the course of your employment by Mr. 
Jacob, did you have [315] occasion to examine the 
books and records of Ross B. Hammond Company ? 

A. Yes, I did. 

Q. Over what period of time did you have oc- 
c¢asion to examine those books? 

A. During the month of November, 1946, both 
My. Johnson of our office and myself spent consid- 
erable time in preparation for this case. 

Q. Did you have anything to do with Ross B. 
Hammond’s books or accounting methods prior to 
that time? 

A. Well, at various times since I became asso- 
ciated with Mr. Jacob he would bring certain rec- 
ords into the office and ask me to prepare balance 
sheets. I took over the tax returns for one or two 
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different years and was familiar ever since I have 
been with Mr. Jacob with their records. 

Q. But the first time you made any extensive 
examination of the records of the Ross B. Ham- 
mond Company was after this controversy arose ? 

A. That is correct. 

@. When I say ‘‘controversy’’ I mean after the 
Commissioner of Internal Revenue had made a de- 
ficiency assessment? 

A. That is correct, yes. 

Q. ‘To what extent did you examine the records 
in that connection ? 

A. With three of us working on the job there 
we checked, first, to see how the billings were made 
and followed them through the [316] journal to the 
general ledger. | checked with both Mr. Hammond 
and Mr. Petersen to see if certain items were not 
billed and why they were not and determined 
whether or not items had been accrued; checked 
the expenses to see that they were properly sup- 
ported by vouchers, and the three of us made quite 
an extensive survey of the records. 

Q. Tell particularly what you did yourself. Did 
you, yourself, make this extensive examination of 
the books? 

A. Yes, I personally compared the records with 
the tax returns in order to see that the items as re- 
ported on the tax returns reflected the books. 

@. When you started on that investigation 

Mr. Winter: We will object to this line of testi- 
mony, your Honor, on the ground that the witness 
is not qualified. The witness is a member of the 
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partnership representing the plaintiff. He is not 
called to testify as an expert in this case. His testi- 
mony is biased and prejudiced and, if I may bring 
it out on my own examination, I can show it. I ob- 
ject to this witness testifying. He did not keep the 
records. He merely investigated them. It is hear- 
say, as far as he is concerned. 

The Court: The objection is overruled. 

Q. (Mr. Bischoff): Mr. Brown, when you 
launched upon that investigation, did you have be- 
fore you the Revenue Agent’s report upon which 
the deficiency was assessed ? A. Yes. [317] 

Q. I eall your attention to Exhibit 20 and ask 
vou if you had that report before you when you 
were making your examination? A. Yes. 

Q. Did you familiarize yourself with it to be 
aware of the contentions that were being advanced 


by the Commissioner ? A. Yes. 
Q. And upon which the deficiency was _ pre- 
pared ? A. Yes, I did. 


Q. Did you particularly direct your attention, 
in making your examination of this problem—F rst, 
did you particularly direct your attention, in your 
examination, to the issues being raised by that 
report? A. We did, yes. 

Q. You recall from that Revenue Agent’s re- 
port, one of the questions raised is as to whether 
an accrual method of accounting was used by the 
plaintiff in the tax years 1939 through 1940. 

Did you examine the records that were main- 
tained by Mr. Hammond with a view to determin- 
ing that question? A. I did. 
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Q. And at that time did you examine the books 
that are now in court, the journal, the ledger, the 
trial balance, the auxiliary ledgers and_ billings 
that have been produced here in court? 

A. I know that we had the general ledger, the 
journal, and we had the contracts before us, but I 
don’t believe we had the [818] trial balance book at 
that time, but I do know that these three were be- 
fore us while we were working. 

Q. Did you see the trial balance book at any 
time thereafter ? 

A. I don’t believe I looked at the trial balance 
book. I think we had our own trial balance that we 
made up from the books. 

@. From the examination of the records that 
you have made, are you able to state whether the 
accounts of the Ross B. Hammond Company were 
maintained on the accrual basis during the years 
1939 to 1944? A. Iam and I 

Mr. Winter: Just a minute. Just answer the 
question. 

Q. (Mr. Bischoff): I just want to know, first, 
if you are able to so state? A. I am, yes. 

Q. Will you state whether, in your opinion, the 
books were maintained on the accrual basis during 
those years? 

My. Winter: ‘That is objected to, your Honor, 
on the ground the witness did not keep the books. 
He has not been qualified as an expert to testify 
upon what basis they were kept, they were not un- 
der his control and in his custody, and he has said 
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he did not see them until after the investigation 
was commenced in this ease. . 

The Court: Objection overruled. 

A. The books were kept on the accrual basis. 

Q. (Mr. Bischoff): Are you able to state from 
the examination [319] that you made whether the 
method of accounting that was used was consistent 
from 19389 to 1944? 

A. They were kept on a consistent basis, yes. 

@. Did you compare the tax returns that were 
made by Ross B. Hammond Company during the 
years that I mentioned with the books? 

Mr. Winter: During what years, Mr. Bischoff? 

Mr. Bischoff: During the years 1939 to 1944, 
the years I have been talking about. 

Mr. Winter: You introduced the returns for 
1988 to 1944. I just wondered why you included 
1938. 

A. I know I checked the years 1940, 1942 and 
1943. I am not sure—we had four. 1939. I am not 
sure about 1939. I do know we had 1942 to 1943, for 
sure. 

Mr. Bischoff: 1941? 

A. 1940, 1941, 1942 and 1943. 

Q. Those are the returns you examined? 

A. Those are the returns that we had and 
checked. 

Q. Did you examine those returns and check for 
the purpose of determining whether the returns 
were made on the same basis the books were main- 
tained ? A. I did. 
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Mr. Winter: Objected to, your Honor. Object 
to this line of testimony. 

The Court: It is so understood. 

Mi. Winter: I beg your pardon? [320] 

The Court: It is so understood. 

A. We did. Checked them, compared the books 
with the returns for those years. 

Q. (Mr. Bischoff): Were the returns made in 
accordance with the books as they were kept? 

A. They were. 

Q. From your examination of the books, as they 
were maintained and kept during the years 1941 
to 1944, inclusive, are you able to state whether 
the books clearly reflect the income? 

A. They do, with minor variations, as is true 
of practically every set of books I examine. 

@. Were you able to tell from the records that 
you examined whether they accrued items only at 
the end of the year or whether they accrued items 
as they went along? 

A. ‘They accrued them as they went along over 
the vear. 

Q. When? What period? 

A. At the end of each month. 

My. Bischoff: You may cross-examine. 

Cross-Examination 
By Mr. Winter: 

Q. You are a member of the firm of Jacob, 
Jones & Brown, Attorneys at Law? 

A. Correct. 

Q. Mr. Jacob is of counsel on behalf of plaintiff 
in this case? A. Yes. [321] 
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Q. As a matter of fact, in November and De- 
cember, 1946, you had conference with myself, as 
Attorney for the Government, and the Revenue 
Agent, as counsel representing the plaintiff in this 
case, didn’t you? A. That is correct. 

@. You are one of the attorneys for the plain- 
tiff in this case, although you won’t share in the 


fee, isn’t that right? A. That is right. 
Q. You have been working for Mr. Jacob for 
a number of years? A. That is correct. 


Q. You never went out to examine these books 
until after the Revenue Agent had made his report 
and you were furnished with a copy of it? 

A. That is correct. I looked at the books only 
after the Revenue Agent made his report. 

Q. Counsel is talking about an assessment by 
the Commissioner. As a matter of fact, the tax- 
payer signed Form 870 which consented to the 
assessment without the necessity of a formal letter, 
isn’t that right? 

A. That was correct, with the idea of expedit- 
ing 

Q. No deficiency letter issued; all you had was 
the Revenue Agent’s report, showing the taxpay- 
er’s consent to an 870 deficiency letter? 

A. That is correct. That was in order to expe- 
dite a determination of the case, however, Mr. Win- 
ter, as you know. 

Q. Then the tax was paid and a suit for refund. 
was brought? [322] A. Yes. 

Q. A claim filed and suit for refund brought? 

A. Yes, 
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Q. You prepared the claim for refund, didn’t 
you? 

A. I assisted in it. I did not prepare it. M1. 
Jacob 

Q. Did you prepare the returns for the taxpayer 
for the years 1942 and 1943? 

A. I do not believe in either of these years I 
prepared them. I believe in 1943 [ assisted M1. 
Jacob with some computations, because I was fa- 
miliary with it, and went over it with him. 

Q. Now, you say the books were kept on an 
accrual basis. You mean the accounts were kept 


on an accrual basis, don’t you? 

A. Well, the accounts in the books. 

@. How were the contracts kept on the books, 
the long-term contracts ? 

A. Well, the items of expense were charged to 
the particular contract involved and as items of in- 
come became billable they were billed and accrued 
to the contract. 

Q. No inventory of stock piles or percentage of 
contracts that were not complete were set up on 
the books? 

A. No, no inventory set up because it wasn’t 
necessary. 

Q. No consideration given for cost of construc- 
tion for which they would not be able to bill the 
owner, isn’t that right? 

A. That is correct; only items that were billable 
when the work was in such state that it could be 
billed were set up on the [323] books. 
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Q. You heard the testimony of the last witness 
or the next to the last witness, Miss Novak, the 
bookkeeper, that part of the December work, work 
which commenced in December, was accrued and. 
set up on the books as income in 1943? 

A. That is correct. 

Q. Would you say that was good accounting 
practice ? 

A. It was. My understanding of that particular 
item that you are referring to, Mr. Winter, is that 
that item was not billable on December 31st; as a 
matter of fact, over two months there was less than 
one-half of one per cent of that particular job com- 
pleted. 


@. How about the work in progress? 

A. Well, you mean between November 30th—— 
Oc A. and January 31st? 

Q. Yes. 

A. 


On that particular job, we checked with the 
engineers, and there was less than a half of one 
per cent of the work completed over that period that 
could have been billable. 

Q. Take this Milwaukie Housing Project, in- 
come $7,634.90 and only a cost of $575. Would you 
say that part of the report clearly reflects the in- 
come in that particular year? 

A. In that particular item, there was a dispute 
as to whether the money was available and disputed 
items are not to be taken [324] as income until the 
dispute is settled. The expenses had been incurred 
and, therefore, it is a legitimate accrual. 
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Q. The expenses that had been incurred for an 
item that was in dispute, you say if the income is 
not aceruable, you say the expense is acecruable? 

A. Well, let me explain. 

Q. Just answer the question, Yes or No. Can 
you answer that Yes or No? A. No. 

Mr. Bischoff: I think counsel should give the 
witness a chance to answer. 


The Court: Go ahead. 

A. As to this particular item, Mr. Winter, every- 
thing that was billable had been billed and all ex- 
pense that had been paid had been paid and _ ac- 
erued, and I would say that would be a proper 
method of handling that, because all the money that 
the company was going to collect had been billed. 
They might have had to spend $7,500 to complete 
it. In fact, that was their testimony. Therefore, 
that would not have been income then because they 
would not have gotten any more from the project. 

Q. (Mr. Winter): Do you mean to tell me, Mr. 
Brown, with your experience as an accountant, that 
if it cost $5,000 in expenses in connection with one 
item, and it is a disputable item and you don’t 
know whether you are going to get paid for it or 
not, that you should acerue the expense in the vear 
in which it was incurred, [825] or do you accrue 
it at the time you accrue the income, for good ac- 
counting practice, or do you set it up as work in 
progress ? 

A. In the first place, work in progress is not 
required of the contractor. 


ee) 
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Q. We are assuming that. As to whether or not 
it is required is another ques On, but I am assum- 
ing that it is required. 

Mr. Bischoff: You should inelude it in your 
question, then. 

A. The money for this particular work, in your 
hypothetical question, having been expended, with 
no chance of recovery, a dispute existing as to 
whether or not you are going to collect it—you cer- 
tainly have spent the money and are entitled to 
deduct that item. 

Q. (Mr. Winter): The books of the Ross B. 
Hammond Company do not reflect work in progress ; 
no adjustment is made for work in progress? 

A. That is correct. 

@. No adjustment is made for materials on 
hand, not billed for? A. That is correct. 

@. How do you account in the books for income 
received of $1,036,000 on one contract and costs of 
$20,000, excessive costs over income? How do you 
account for that distortion of income or apparent 
distortion of income? 

A. The explanation, I think, is that on that part 
of the contract they were losing money; the costs 
were exceeding the rate they [3826] were able to bill 
and in a later year an adjustment was made whereby 
they were able to make up that difference and, of 
course, having expended a good deal of money 
getting started, they came back in the last half of 
the contract, because they got a larger amount of 
work. 

Q. In other words, from the books you deter- 
mined they had a 50-per cent profit on the contract 
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in 1942, and where they had $1,000,000 they had a 
20-per cent loss—a $20,000 loss, is that your con- 
tention ? : 

A. That is on the particular part of the contract 
they were working on, yes. 

Q. You did not determine that there may have 
been a considerable amount of work in progress for 
which they could not bill in 1942 and that was billed 
in 1943, did you? 

A. ‘There was no work in progress to be done. 

Q. You didn’t know it at the time? The books 
didn’t show it? 

A. The books reflected no work in progress. 

Q. ‘They do not show any work in progress? 

A. That is right. 

Q. You didn’t know whether there was work in 
progress at that time, did you? 

A. IL didn’t know whether there was work in 
progress, that is true. 

Q. You don’t know whether there may have 
been a million dollars of work in progress at that 
time ? 

A. Other than that we did check it and de- 
termined that particular [327] contract was a loss 
contract. 

Q. Is that the reason why, in the next year, 
1943, they had $93,000 profit with only $274,000 in 
income ? 

A. That is explained, I believe, because of the 
fact they went into the contract and they incurred 
items of expense in the first half and then, getting 
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an additional contract, these items do not have to 
be purchased again and, so, there was a larger 
amount of profit. 

Q. This is the same argument as when you were 
representing the taxpayer, as attorney for the tax- 
payer, in the conferences ? 

A. That is correct. 

Q. But you also admitted at that time, that 
there was a considerable distortion of income, didn’t 
you? 

Mr. Bischoff: Objected to as incompetent. A dis- 
closure of negotiations, I submit, is not competent 
here in the trial of the case. 

The Court: Where he takes the witness stand, 
I think it is. Objection overruled. 

Q. (Mr. Winter): Isn’t that right? 

A. In the conferences, as a method of arriving 
at a settlement, I stated that if the Government 
would admit a partnership existed, we would go 
along on that. I never did agree with you, how- 
ever, as to that point of making the concession that 
the accounting was not proper and hesitated 

Q. (Mr. Winter): Mr. Brown [328] 

Mr. Bischoff: Wait a minute. Let his finish. 

Mr. Winter: I thought he had finished. Go 
ahead. 

Mr. Bischoff: You wait. 

A. In the process of the settlement we raised 
the question that we wanted to sustain the ac- 
counting for the reason that the Government’s 
method was so improper that we would have kept 
at it a year making three years’ prior returns and 


Ross B. Hammond 359 


(Testimony of Garthe Brown.) 

much time would be involved in preparing tax re- 
turns for the Ross B. Hammond Company, prepar- 
ing returns for three or four or five past years, de- 
pending on how long the contract lasted; and we 
also said in those conferences that in our opinion 
that these distortions were bound to occur; that 
you could level them off by hindsight, which is 
the way Mr. Williams did in his report 

Q. He did it on a per cent of the cost? 

ieee liatas right. 

Q. Percentage of the profits? 

mo What is right. 

Q. Spreading it out over the length of the con- 
tract? 

A. That is just as illogical, and we argued at 
that time that in any job it is only logical that on 
some portion of it they would make a greater rate 
of profit than on another, and by taking the money 
and spreading it out in that way, it certainly is 
not good accounting practice. It is not good ac- 


counting. 

Q. Is it possible to take these books and records 
and show the amount of work in progress at the 
end of a year and the [829] amount for which no 
billings had been made, and then adjust the returns 
to arrive at the correct income? 

A. By the books and records it is not possible 
to determine the work in progress. We didn’t feel 
it was necessary. 

Q. You did not feel taking into consideration 
the inventory was necessary ? 

A. That is correct. 
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Q. It is not possible from the books to arrive at 
a more proper allocation of income for these years 
except on a basis as used by the Commissioner ? 

A. The basis used by the books would be a more 
logical basis than that used by the Commissioner 
in that they more truly reflect the income, as 
earned. They reflect the less profitable contracts 
as well as the more profitable. 

Q. Is a $93,000 profit on a $184,000 cost more 
reasonable than—Would you say that $93,000 on 
$184,000 is a reasonable profit, costs of $182,000, 
about? Would you say that is a reasonable profit? 

A. I would not say it is a reasonable profit un- 
less 

Q. Wait a minute. You have answered the ques- 
tion. 

Mr. Bischoff: Let him explain it. 

A. Unless I knew the facts, because that has 
happened in many businesses, where, through ¢i- 
cumstances of a loss in one year and a profit in 
another year, that situation might be disclosed. 

Q. Would you say that $7,058.97 is a reasonable 
cost with— [330] Would you say that $7,058.97, 
with a cost of $575.12, is a reasonable profit? Do 
you think that is a reasonable profit? 

Mr. Bischoff: Objected to, your Honor, as an 
improper premise because of the fact the evidence 
now discloses that represented work that was done 
in December and the expenditures made in Jan- 
uary. He is including an erroneous premise in his 
question. 
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The Court: Mr. Brown knows. I think he can 
explain that. 

A. If the matter were not explained, I would 
say it was an unreasonable profit, but an explana- 
tion has been given as to why it occurred. 

Q. (Mr. Winter): On an accrual basis you 
have only accrued $575.12 in costs and $7,058.97 
profit, over $7,000 more. 

Mr. Bischoff: I want to object to the question 
and to further examination along this line upon this 
basic proposition: That it is fundamental to this 
ease, as to what is meant by ‘‘clearly reflect the in- 
come.’ 

I called your Honor’s attention to the decision of 
the Supreme Court which settled that question 
once and for all. I rather believe if that decision 
had been known to the Revenue Agent at that time 
he would not have made the report that he did. 

The contention was made in that case that the 
term ‘‘clearly reflect the income’’ must mean that 
it must clearly reflect the income in a given year, 
and the Court rejects that [831] contention in no 
uneertain terms. 

The Court said: 

‘“‘The rationale of the system is this: ‘It is the 
essence of any system of taxation that it should 
produce revenue ascertainable and payable to the 
Government at regular intervals. Only by such a 
system it is practicable to produce a flow of income 
and apply methods of accounting, assessment, and. 
collection capable of practical operation.’ 
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‘This legal principle has often been stated and 
applied. The uniform result has been denial both to 
Government and to taxpayer of the privilege of al- 
locating income or outgo to a year other than the 
vear of actual receipt of payment, or, applying to 
accrual basis, the year in which the right to re- 
ceive, or the obligation to pay, has become final and 
definite in amount. 

‘‘But the petitioner urges that (Sec.) 43 has al- 
tered the rule so that a hybrid system, partly an- 
nual and partly transactional, may, within adminis- 
trative discretion, be substituted for these annaul 
accounting periods. It urges that the change was 
due to the desire of Congress to prevent distortion 
of true income. This must mean distortion of true 
income, not of a given year, but in the line of ulti- 
mate gain from a series of transactions over a pe- 
riod of years, growing out of, or in some way related 
to, an initial transaction in the taxable year.”’ 

(Security Mills Company v. Commissioner of 
Internal Revenue, 321 U.S. 281.) [3832] 

The Court: Where did you read from? 

Mr. Bischoff: I have been reading from the Su- 
preme Reporter, at the very last section of the 
opinion. 

The Court: What Supreme Reporter is that? 

Myr. Bischoff: 64 Supreme Court Reporter 596. 
I read to your Honor from the bottom of page 598 
and 599. 

I do not want to take your Honor’s time—it is 
getting late—to read other pertinent portions of 
the opinion, but the Court there makes a complete 
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analysis of this system of accounting, the accrual 
and cash basis, and points out the impossibility in 
any system to clearly reflect income in a true and 
certain sense because, as they point out, under no 
system, when you get to the end of a year, are you 
always able to determine the income, because there 
may have been bills which may have been incurred 
but not received or, on the other hand, conditions 
may be reversed. 

The Court: You took a half day to educate me 
on the different points of the case, so I still have 
them in mind. It may be that the Supreme Court 
might change its mind as it so very often does 
these days. 

Mr. Bischoff: At the present, obviously, I as- 
sume we are all bound by it and, if we are, then 
this line of examination 1s all beside the point. The 
Supreme Court says that the test is: Is there a clear 
reflection of income over the period of the years in 
which that transaction was involved? [333] 

The Court: Mr. Brown, being a lawyer, knows 
what the rules are. Answer Mr. Winter’s question, 
in the hght of your position of being required to 
render an opinion, whether this reflected income, 
undistorted. That is the question. Go ahead and 
answer it. 

A. My opinion, Mr. Winter, is that the profits 
from this particular contract are reflected properly, 
in light of the explanation that has been given here 
in the courtroom. 
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Mi. Winter: Although you admitted to me and 
to Mr. Williams, in conferences, that there was a 
considerable distortion of income. 

A. In the conferences we were discussing the 
fact 

Q. You were willing then to admit 

Mr. Bischoff: Let him answer. 

A. At no time, Mr. Winter, did I any more than 
state that it would be just a matter of trading horses 
with the Government, just to settle the case out of 
court. 

Q. You offered to accept the Commissioner’s 
determination ? 

A. I did not. I believe you are wrong. I offered 
to take that and discuss it with Mr. Jacob, and 
that was the result of the conference. I stated that 
if I were you it would be a good offer to take up 
because I knew, from having made calculations, 
that we would get practically the entire refund if 
the accounting issue were lost, which was actually 
the case, and I assume it was because we would get 
practically the entire refund that the [334] Gov- 
ernment backed down on its offer. 

Q. The Government did not make an offer, 
did it? 

A. You submitted an offer, Mr. Winter. 

Q. After you submitted it to me. 

A. No, you submitted the offer. I did not. 

The Court: How much was it? Don’t get so 
stirred up here. How much in dollars? How much 
did the Government offer to settle for? 

Mr. Winter: We never arrived at a dollars- 
and-cents basis. 
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The Court: How much, in dollars? 

A. Your Honor, we would have received a re- 
fund of between $120,000 and $145,000. The reason 
we wanted to accept that offer 

The Court: I do not want your reason. 

Mr. Winter: The offer of settlement is con- 
tained in the exhibits. 

Mr. Bischoff: JI did not know it was. 

Mr. Winter: Yes, here are the computations, 
Exhibit 29. 

Mr. Bischoff: That is your computation. 

My. Winter: This is the Commissioner’s com- 
putation of the amount. 

The Court: He said the lawsuit is over $145,000 
and you offered to settle for $20,000 less. Is that 
what you just said? 

A. That is right. That would have had the effect 
of a recovery of all but about $20,000. [335] 

Mr. Bischoff: Will you clarify that? 

Mr. Winter: Yes. This is not the amount of the 
offer. 

The Court: At this time we will adjourn until 
10:00 o’clock in the morning. 


(Thereupon, at 5:15 o’clock p.m., an ad- 
journment was taken until 10:00 o’clock a.m., 
January 15, 1948.) [336] 


Court reconvened at 10:00 o’clock A. M., January 
15, 1948. 

Mr. Bischoff: Before we proceed, may I make 
an inquiry? At the outset, when we introduced the 
exhibits and the Internal Revenue Agent’s reports 
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were introduced in evidence, Mr. Winter submitted 
to Your Honor a copy that he says he prepared. 
We did not have a chance to examine it, and I 
would like to have an opportunity to see it. 

Mr. Winter: That is copied from the exhibits 
attached to the Revenue Agent’s report. My secre- 
tary copied them. 

Mr. Bischoff: This is not an entire copy of 
the Revenue Agent’s report. It only represents 
the basis upon which his computations were made 
and his statement as to the reasons for it and the 
fact situations upon which it is predicated have 
not been attached, and we would like to submit 
to you, instead of this, a complete photostatic copy 
of the exhibit, which is a little easier to read, con- 
taining the entire report, and not merely a compu- 
tation. 

Mr. Winter: You misunderstood. That has not 
been offered in evidence. I merely gave it to the 
Court when we were talking about these contracts. 
I am not offering it. 

The Court: J will accept it in the nature of a 
brief. 

Mr. Bischoff: We have a photostatic copy of 
the complete computations. The significance of them 
cannot be understood [337] without reading the 
fact situation upon which the Commissioner pred- 
icated it. 

The Court: Give me both of them, then. 

Mr. Bischoff: May we, instead, submit the com- 
plete record? 
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Mr. Winter: Along the lines of that report, the 
question came up last night as to computations, and 
I want to hand Your Honor Defendant’s Exhibit 
No. 29. That has been identified as a re-computa- 
tion prepared by the Commissioner of Internal 
Revenue, Income Tiax Unit, on the basis of the 
offer which we were discussing, disclosing the tax 
hability which would be due had the offer been 
made and accepted by the Commissioner, disclos- 
ing a deficiency of $3,156.41 for the years 1942 and 
1943 and substantially, I think, about $12,000-odd 
overpayment for 1941, but a deficiency of $50,000 
against William A. Hammond, that being that the 
Commissioner recognized that a partnership exist- 
ed, 75 per cent in Mr. Hammond and 25 per cent 
in William A. Hammond and conditioned that the 
method of accounting as adopted by the Commis- 
sioner, with deductions which the Commissioner 
contends were necessary, be accepted; in other 
words, by not allowing as accruals the accruals 
to Mr. Mason and Mr. Petersen, on which we have 
ample evidence. That is all that was submitted for, 
to show what the tax hability would be if the offer 
was accepted upon that basis, and not as $103,000. 
That is out of the picture entirely. 

Mr. Jacob: I would like to say this: The mat- 
ter of the deductions [338] of the accrued profits 
to Mason and Petersen was not challenged by the 
Internal Revenue Department. They were left as 
they were accrued on the books. The offer that. 
was submitted at the request, by the way, of Mr. 
Winter 
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Mr. Winter: I beg your pardon, Mr. Jacob. 
You refer to your letter and you would not make 
that statement. Refer to your letter of November 
29, 1946: * .... If you will indicateieanat kind 
of a settlement you would be willing to recom- 
mend, we should be glad to receive it.”’ 

Mr. Jacob: That was written at your request. 

Mr. Winter: Yes, I told you vou had to make 
the offer. 

Mr. Jacob: Yes. 

Mr. Winter: I told you what I would recom- 
mend. 

Mr. Jacob: The difficulty is in the computation 
Mr. Winter has made he has disallowed the deduc- 
tions to Mason and Petersen which were conceded 
as proper at the time the report was made. 

Mr. Winter: No, they have never been con- 
ceded by the Commissioner. 

Mr. Jacob: They were accepted. 

Mr. Winter: The Commissioner of Internal Re- 
venue has never conceded them. He did not accept 
the report in that respect. 

Mr. Jacob: He did not challenge them. Now, 
the facts are that the offer I made—and I very 
specifically set forth the basis for it—was con- 
tingent upon the adjustment of the Mason and 
Petersen amounts, on the basis of the income as 
computed by [339] the Internal Revenue Agent. 

In other words, instead of allowing 20 per cent 
of the profit that we showed on the books for Mr. 
Mason in 1942 and 15 per cent of the profits to 
Mr. Petersen in the year 1942, by the transfer of 


Ross B. Hammond 369 


the profits from 1943 to 1942, that would, of neces- 
sity, increase the amount of profits that went to 
Mason and Petersen, so, at the suggestion of M1. 
Winter, that they would concede the partnership 
issue 1f we could get together on the accounting 
issue, I submitted that. 

The computations were made by Mr. Brown and 
Mr. Willams, here, and the refund that they ar- 
rived at by their computations, for 1942-1943, was 
$102,166.10, plus interest. 

Here is a letter from the Attorney-General, Oc- 
tober 15, 1947, to Ross B. Hammond or, rather, re 
Ross B. Hammond vs. Maloney, Civil No. 3078: 

‘You submitted an offer in the above-named 
case whereby the Government would waive the 
partnership issue involved, beginning January 1, 
1942, and division of the profits would be made 
in accordance with the Revenue Agent’s report 
dated November 6, 1944; according to a recom- 
putation prepared by the Internal Revenue Agent 
the refund due the taxpayer under this offer would 
be $102,166.10, plus interest. This is to advise you, 
after careful consideration, the offer has been re- 
jected by the Attorney-General.” 

In addition to that refund, there would have re- 
sulted [340] a retention of the refund for 1941, 
amounting to $6,536.10 and, by reason of the fact 
that, in computing the 1942 and 1943 income, the 
Revenue Agent took out of the year 1944 some 
$24,000, there would have been a refund also, as 
a basis of this adjustment, for the year 1944 of 
$12,536.81. 
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Adding those three together, we get a total, with 
a refund of the interest that was paid—the total 
refund we would have received under the proposal 
that was made would have heen $148,160.11. 

At the time this discussion was had I was not 
present. Mr. Brown was there, but the concession 
with respect to the accounting was made purely for 
the purpose of effecting a settlement and we con- 
sidered, in the long run, the actual facts would 
work themselves out, and we were prepared to 
enter into negotiations, and were in agreement with 
the Internal Revenue Department as to the basis. 

The issue then that evidently disturbed the set- 
tlement was bringing in this Mason and Petersen 
issue, which was not in the case until after the 
offer was submitted. That ultimately, Mr. Bischoff 
points out, gave rise to the attempt on the part 
of the Department to file, by way of an interven- 
tion suit, an amended answer. 

Mr. Winter: Jf Your Honor please, Counsel has 
been talking about the counterclaim or the offset 
that the Government was trying to assert in the 
case by having the United States made a [341] 
party, for which a separate suit has heen brought. 
That is only a defense to the plaintiff’s contention. 

The plaintiff says, ‘‘I did overpay my tax. I 
think J am entitled to a refund.’’ The Government 
says, ‘You did not overpay your tax. You did 
only not overpay your tax, as shown by your com- 
putation but, if the proper accruals are made, you 
owe an additional $3,000,’’ even conceding that the 
partnership actually existed, that this secret part- 
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nership actually existed. Of course, if the partner- 
ship did not actually exist, there is a substantial 
deficiency. 

Mr. Bischoff: JI want to correct Mr. Winter's 
statement regarding the nature of the defense 
which he tendered. He tendered two defenses in 
the amended answer and subsequently started a 
new suit, and attempted intervention, but in the 
amended answer he filed in this court, and which 
he asked leave to file, the first one is labeled ‘‘Addi- 
tional Defense.”’ 

Mr. Winter: Yes. 

Mr. Bischoff: The allegation of the ‘‘ Additional 
Defense”’ is: ‘‘Defendants are informed and_ be- 
lieve and upon such information and belief allege 
that income of the alleged partnership for the year 
1942 in the amount of $86,635.88 was not reported 
by or taxed to plaintiff; that income of the alleged 
partnership in the year 1943 in the sum of $77,- 
366.37 was not reported by or taxed to plaintiff.”’ 

Then, in the next paragraph, he points out the 
transactions [342] out of which these two items 
arose, and points out that they represent the share 
of the profits allocated and credited to Petersen and 
Mason for those two years. That is the matter that 
Mr. Jacob attempted to reserve in the settlement 
and made it a condition that they be recognized 
as entered on the books. 

Mr. Winter: Well, it seems to me 

Mr. Bischoff: Those contentions were barred 
by the statute of limitations. 

Mr. Winter: I cannot understand how any ques- 
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tion of statute of limitation can be raised in this 
case as to whether or not a taxpayer has overpaid 
his tax or not. That is still a question for the 
Court to determine. 


In other words, the Court has got to determine 
in this case what tax the taxpayer actually owes 
and what tax he paid. In other words, the Court 
has got to determine from his returns exactly what 
tax Hability this—what the tax lability of this 
taxpayer was for that year. He has said he has 
overpaid the tax by the sum of $175,000. What are 
the facts? What was the taxpayer’s true tax and 
how much did he owe? 


We will submit substantial and ample authority 
to the effect that if the taxpayer has not overpaid 
his tax upon any basis he cannot recover in this 
action, no matter what it was. In other words, if 
the Court can find on its own motion that some of 
these deductions were not proper, he cannot re- 
cover. The taxpayer’s counsel has been advised of 
this contention of [3843] the Government for many 
moons. 


Mx. Bischoff: The briefs we submitted cited 
many cases to the effect that even in a tax refund 
case you cannot bring into issue, for the purpose 
of reducing or increasing the amount involved, con- 
sideration of items which have been barred by the 
statute of limitations, and I assume Your Honor 
had those decisions in mind when the ruling was 
made. 
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GARTHE BROWN, 
a witness on behalf of plaintiff, having been here- 
tofore duly sworn, resumed the stand and further 
testified as follows: 


Cross Examination (Cont’d.) 
By Mr. Winter: 

Q. Mz. Brown, you testified, you, in company 
with someone else, went down to examine the books 
and records of the Hammond Company. Was that 
before or after the investigation by the Revenue 
Agent? 

A. That was after the investigation, Mr. Win- 
ter. It was in the year 1946. 

In 1946? 

That is correct, in the month of November. 
In the month of November? 

That is correct. 

How long were you down there? 

I put in, I would say, roughly the equivalent 
of about two weeks of my time during that period. 
I was working day and night [344] during the 
week we were there and at least some time in an- 
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other week. 

Q. Who were ‘‘we’’? 

A. Mr. Johnson of our office and Mr. Peterson 
of our ofice were also over there. 

Q. Mr. Johnson and Mr. Peterson? 

A. That is correct. 

Q. However, at that time you did not see all the 
books and records of the company, did you? 

A. I saw all of them that are before us here. 

Q. I think you testified you did not have access 
to the cash journal? 
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A. No, the trial balance. We made up our own 
trial balance while we were there. 

Q. When was the first time you learned that 
the partnership existed? 

A. I have known the partnership existed ever 
since practically I became associated with Mr. 
Jacob. In fact, my first knowledge of it was when 
I was discussing with him a draft of Articles of 
Partnership and he suggested that the other agree- 
ment I was drafting—That was in May of 1943— 
would be similar to the Hammond Articles, that 
it happened to be in a similar situation, and that 
I read those over as a guide in order to draft my 
other Articles, so I have known of it ever since 
I knew Mr. Hammond was a client of our office. 
[345] 

Q. In 1943; you used a draft made up then? 

A. A copy of it was in our files at that time. 

Q. In 1943? A. That is right. 

Q. That is when you used it in connection with 
the preparation of another form of partnership 
agreement in some other case? 

A. That is right. 

@. You say that these books were Kept on a 
strict accrual basis? 

A. That is correct. 

Q. That is, the accounts? 

A. That is right. 

Q. Under a strict accrual system of accounting 
is it possible, under income tax law, in your 
opinion, to accrue contingent habilities? 

A. No. 

Q. Not legally enforcible? A. No. 
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Q. Until some future date? NG: 

Q. Therefore, if any items were accrued on the 
books which were contingent habilities, not pres- 
entely legally enforcible, they would not be proper 
accruals, would they? 

A. That would be correct. 

Q. Was there anything on the books to indi- 
cate that a partnership existed as of February 3, 
1942? [346] 

A. There was nothing on the books and records 
here. The only thing would be the agreement which 
we knew of. 

Q. The agreement was not in the books and 
records? Was it? 

A. No. It was kept in the files of the company 
and in our files. 

Q. How do you know where it was kept? 

A. I know we had a copy in our files. 

Q. Did you keep the income tax returns of the 
company ? AD No 

Q. JI mean, did you prepare them? 

A. The first return I believe I worked on was 
the year 1944, and I did some checking of the year 
1943 return. Of course, I knew of the partnership 
long before that time. 

Q. Did you prepare the amended returns? 

A. If I had anything to do with them, it was 
a recheck of the computations. I believe Mr. Jacob 
asked me to do that, after he prepared them. 

Q. You know that the books and records de- 
ducted the same percentage of profits to Bill Ham- 
mond from the contracts that they did with respect 
to Mr. Petersen, isn’t that right? 
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A. As I recollect, without checking, the amount 
to Mr. Petersen was deducted and then the amount 
to Mr. Bill Hammond was deducted. 

(). Are you sure about that? 

A. I would want to check the books. 

®. Just refer to the books and tell us what 
amount was deducted [347] from the income of 
the Ross B. Hammond Company for profits to Mr. 
Petersen for the year 1942? 

A. May I have the ledger there? 

Q. Look at Journal Entry J-125. 

Mr. Bischoff: You find it in your own way. 
You find the things he asks for wherever you want 
to find them. 

Mr. Winter: I was going to save him a little 
bit of trouble. 

A. What year are you referring to, Mr. Win- 
ter? 

Q. I am referring to 1942, the profit which was 
deducted from the contracts on behalf of Mr. 
Petersen, the profit to Mr. A. V. Petersen for 
the year 1942. A. $37,129.66. 

Mr. Bischoff: Louder. A. $37,129.66. 

Mr. Winter: Q. What was the amount de- 
ducted on the books and records as profit to W. 
A. Hammond? 

A. On this particular transaction, $37,129. 

Q. For the entire year? 

A. T would have to go back and check it. 

Q. Didn’t you check that when you checked 
the records? 

A. That is a year and two months together. I 
would have to go through my working papers. 
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Q. Will you show us from the books what per- 
centage of profit Mr. A. V. Petersen was entitled 
to under his profit-sharing agreement? Before you 
answer that question, I will withdiaw it. [348] 
Where was that deducted from, what contract ? 

A. From Jobs 208, 210 and 211. 

Q. Just find how much was accrued to Mr. A. 
V. Petersen for the year 1942? 

A. I believe it was $37,129.60, the amount to 
Mr. Petersen on the books. 

@. Are you sure about that? 

A. I would have to go through the working 
papers. 

Q. What was accrued on the books to the sal- 
ary account of Mr. W. A. Hammond? I will ask 
you to refer to Exhibit 33 and see if you don’t 
find that entry there made. A. $37,129. 

@. In other words, the same amount was ac- 
erued on the books to A. V. Petersen that was 
accrued to W. A. Hammond, although W. A. Ham- 
mond had a contract for 25 per cent of the total 
profits ? A. That is correct. 

Q. That is only 15 per cent of the profits for 
the year, isn’t it? 

A. That is correct, but to the extent of Mr. 
Hammond’s participation in the business and part- 
nership, that would not be reflected on the books 
because it had not been recorded. 

Q. No capital account was ever 

A. No capital account for Mr. W. A. Hammond. 

Q. No capital account was ever set up for his 
partnership profits until 1944, was there? [349] 
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A. That is correct. That is quite common in 
partnerships. 

Q. I didn’t ask you whether it was very com- 
mon. I said none was set up, was there? 

A. That is right. 

Q. In other words, deducted from the contracts, 
and take a deduction from income of not only the 
profit to Mr. Petersen and Mr. Mason, but a profit 
of 15 per cent accrued to W. A. Hammond ? 
That is correct. 

No capital account appearing on the books? 
That is correct. 

As a matter of fact, no capital account was 
on the books until 1945, was there? 

A. I believe that is the year that was put on. 

Mr. Bischoff: Do you still want the witness 
down here, Mr. Winter? 

Mr. Winter: No. He may resume the stand. 

@. Did you attempt to make any adjustments 
of any part of the income of this company for 
the years 1942-1943? A. No. 

Q. As a matter of fact, it was tmpossible to 
find out from the books or take from the books the 
value of any stock piles or work in progress as of 
the end of each year? 

A. That is correct. The books show no inven- 
tory. 

Q. It would be impossible to determine the profit 
on a strict [3850] percentage-of-completion basis, 
wouldn’t it? A. Mr. Winter 

Q. Just answer my question. Would it or would 
it not be possible? 


OPop 
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Mr. Bischoff: He cannot answer. It is not 
answerable. 

Mr. Winter: Q. Just answer my question. 
Would it or would it not be possible from the books 
to now compute the profit on the long-term contract 
upon a percentage-of-completion basis ? 

Mr. Bischoff: Objected to, may it please the 
Court. The test is the ability to make a report that 
would clearly reflect the imeome when a_ party 
makes a return; not now. 

The Court: He may answer. 

A. I will answer, yes, but I want to qualify that 
with a statement that, since inventories are not 
necessary, therefore we do not need them to pre- 
pare a return on the accrual basis. 

Mr. Winter: Q. I did not ask you that. I said 
if you were going to report the profit from these 
long-term contracts on a strict percentage-of-com- 
pletion basis, would it be possible to determine the 
profit on that basis from these books and records? 

Mr. Bischoff: Objected to, may it please the 
Court, as immaterial. We do not claim that we re- 
ported on a pereentage-of-completion basis, Your 
Honor. The issue here concerns only the question 
whether we have adopted the acerual method and 
whether it was properly kept. 

The Court: He may answer, subject to the ob- 
jection. [351] 

A. From the books you could not report on a 
percentage-of-completion basis. 

Mr. Winter: Q. In other words, the books 
were not so kept that vou could report the true 
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income from these contracts on a percentage-of- 
completion basis? A. That is correct. 

Q. Of course, it is your contention, as counsel 
for the plaintiff, representing the plaintiff at least 
in these proceedings, in the proceedings leading 
up to this, that under the accrual method of ac- 
counting it is not necessary, under the statute and 
regulations, to keep any inventory of stock piles at 
the end of the year or make any estimate of work 
completed but not billed at the end of the year. 
That 1s your contention ? 

A. It is our contention no inventories are ne- 
cessary. 

@. Are you also contending that inventories are 
not necessary when the billing is based upon a 
percentage of the completion of the contract at 
the date of billing? 

Mr. Bischoff: Objected to as immaterial in this 
case, Your Honor, because we are concerned only 
with the accrual method. 

The Court: Answer. 


(Question read.) 


A. On the accrual basis of accounting, it is not 
necessary. 

Mr. Winter: Q. It is your contention it was 
not necessary, in order to reflect the income, to 
make any estimate of uncompleted work or stock 
piles at the end of the year? That is your [352] 
contention ? 

A. That is correct. They billed each month and 
that would be included in the latest billing. 
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Q. Do you know of any other method, other 
than that adopted by the Commissioner, which 
would more clearly refiect the income during each 
taxable period? 

Mr. Bischoff: Objected to as immaterial. We 
are concerned with what was done in this ease. 

The Court: He may answer. 

A. I feel the method adopted by the taxpaver 
reflects it more fully than that adopted by the Com- 
missioner, for the reason that the income from the 
period is all being reported as he is entitled to it; 
all accruals were taken into account; and it is 
as complete, I think for a taxpayer, as any other 
basis of accounting that he could adopt and truly 
reflects his income as closely as any other basis 
that he could adopt. 

Myr. Winter: Are you basing that opinion—the 
method adopted by the Commissioner reflects the 
total income, reporting as to those contracts the 
percentage of profit in each year, based upon the 
work and labor performed in that year. You say 
that is not a good method? 

A. That is right, because the percentage of 
money earned in a year on any job will vary. One 
particular contract might be very profitable; an- 
other might show a loss. The method adopted by 
the Commissioner would not reflect that. [853] 

The other error in his method is that you are 
always going to have to go back and refigure the 
past two or three years in order to determine your 
income for any year, and that is not a good method 
of accounting. 
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The law requires that you determine your in- 
come each year and, therefore, because of that re- 
quirement, I feel the method adopted by the tax- 
payer does comply with that requirement. 

Q. Regardless of the fact that a considerable 
amount of work had been done and money expend- 
ed in one year for which he could not make a bill- 
ing, because of some technicality, that would clearly 
reflect the income, is that right? 

A. That is right. 

Q. In other words, you think that more clearly 
reflects the income than if he showed a percentage 
of profit in each year? 

A. That works in any line of business. You will 
see such distortions, as you call them, of income. 

@. If you have 

Mr. Bischoff: Let him get through. 

A. Iam familiar with one case of a tent manu- 
facturer where, during their first year, they lost 
heavily and, in negotiations with the Government, 
they stated that it was only logical that when a 
contractor started that during the first year of op- 
eration he would have a liability because of the 
high rate and when he got into production he 
would begin to show a high rate of profit in the 
other years. [354] 

Q. But this contractor had been in_ business 
since 1920? 

A. That is correct, but on each job he had un- 
profitable parts and certainly his rate of profit is 
going to vary; depends on the portion of the job 
that the contractor is working on. 
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Q. Of course, you are very much interested in 
the result of this lawsuit, arent you? 

A. JI haven’t any interest in the result of it, 
Mi. Winter. 

Q. You are a member of the partnership, Jacob, 
Jones & Brown? A. That is correct. 

Q. You have been employed by the taxpayer; 
you were employed by Mr. Jacob to work on this 
case in 1946? A. That is correct. 

Q. That is where you were paid your salary? 

A. Yes, that is correct. 

Q. And you say you don’t have any interest in 
it? 

A. Well, I have a natural interest in the tax- 
payer as a client, the same as I would any other 
chent of the office, but so far as any added remu- 
neration should this case be determined one way or 
the other, that would make no difference to me. 

@. As a matter of fact, when you filed the pro- 
test in this case, you were given opportunity to 
show on what basis it would more clearly reflect 
the income than that adopted by the Commissioner? 

Mr. Bischoff: That is objected to as immaterial. 
We only have this one issue here. 

The Court: He may answer. [355] 

A. In filing of the protest, Mr. Jacob handled 
that part of it. I do not recollect being allowed 
to give the Government any other basis. 

Mr. Winter: You went down and made your 
protest—made your investigation, rather, after the 
protest was filed? 
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A. Our investigation was made preparatory to 
the case coming on for trial, and it was set for pre- 
trial a year ago. We spent perhaps a month to 
familiarize ourselves with the books and the method 
of accounting employed, and also for the prepa- 
ration of the protest there was an examination 
made. 

Q. You say that a method of accounting, in 
connection with long-term contracts, which does not 
make any allowance for stock piles of materials on 
hand or percentage of work completed clearly re- 
flects the income? That is your contention? 

A. Clearly reflects the income over the years, 
that is correct. 

Q. Supposing, Mr. Brown, that you adopt an 
accrual method of accounting in the books and that 
during the last three months in a year considerable 
work was expended, time and material and labor 
expended on the job, and no billings were made 
until the end of the year and, since no billings were 
made, no income was accrued: Would you say in 
that case the books clearly reflect the income on 
the accrual basis? 

Mr. Bischoff: That is objected to, may it please 
the Court. It is purely hypothetical. That is not 
the situation here. There is no evidence in the 
record to support that hypothesis. [356] 

The Court: He may answer. 

A. If the taxpayer did not bill when he was 
entitled to bill, and let it go deliberately, that 
would not clearly reflect the income, but if he billed 
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his billings that he was entitled to over that period 
because of the terms of the contract, then, it would 
clearly reflect the income, because he would have 
received all he was entitled to receive. 

Mr. Winter: Q. I am assuming that all the 
work during the past three months was such that 
under the terms of the contract considerable ex- 
pense had been incurred, such as labor and ma- 
terials,— A. Yes. 

Q. —but under the contract it was not possible 
to bill for all the work and labor and materials un- 
til after the first of the next year, and the accounts 
were kept on an accrual basis: Would you say, in 
that event, the books would clearly reflect the in- 
come ? A. Again, over the years, they would. 

Q. Over a period of years but not during the 
taxable period, during the last three months? 

A. If such was the case under your hypothetical 
question and if considerable money were spent in 
that year, obviously not. 

Q. In other words, if $1,057,409.83 was spent 
in the first nine months, I mean spent during the 
year, in the cost of labor and materials on a job, 
but they could not bill for the last three [357] 
months for unfinished work or work which had not 
been accepted as yet because of some minor defects, 
would you say that the income during that year 
would be clearly reflected ? 

A. Are you referring to our case now? 

Q. J am referring to a situation such as this. 
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Mr. Bischoff: Objected to as purely hypothet- 
ical, in nature, not within any issue in this case. 

The Court: You will have a chance to present 
your case. 

Mr. Winter: I was using substantially the fig- 
ures in this case but J am using them as a hypo- 
thetical question. 

The Court: Yes. 

Mr. Winter: I want to shorten it if I can. 

The Court: You are using one of the contracts 
in this case? 

Mr. Winter: Yes, I am using the figures in the 
Troutdale contract. I am assuming them for the 
purpose of my question. 

The Court: Treat it as if it applied to the 
Troutdale contract. 

A. If the work were not billable at the time—— 

The Court: You know what the facts are. 

A. In that particular case, since the work had 
been billed, they do clearly reflect the income on 
that portion of that particular job. 

Mr. Winter: Q. Would it not indicate to you 
that considerable more work had been done than 
the amount for which they were able to bill? 
Wouldn’t that be indicated to you? [358] 

A. In that particular one, Mr. Winter, we 
checked and we found they were not able to bill 
any more; they had billed everything they could; 
as a matter of fact, they sustained a loss on that 
particular contract. 

Q. There is no record in there anywhere as to 
work partially completed as of December 31st is 
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there? Is there anything in the books to show what 
stock pile was on hand December 31st on that job? 

A. Mr. Winter, you know 

Q. Answer my question. 

A. There was nothing on the books to determine 
the stock pile. 

Q. In Troutdale? A. Yes. 

@. And there was nothing in the hooks that you 
found which would show uncompleted work for 
which they could not bill as of that date, was there? 

A. That is correct. 

Q. Nothing in the books to show, in connection 
with any of the contracts, the amount of stock pile 
or uncompleted work for which they could not bill? 

A. That is correct. 

Mr. Winter: That is all. 


Redirect Examination 
By Mr. Bischoff: 

Q. Mr. Brown, was there anything in the books 
to indicate that [859] there was in fact any stock 
pile? 

Mr. Winter: Object to that. 

A. Nothing to indicate it. 

Mr. Bischoff: Just a moment. 

Mr. Winter: He is not asking for something 
on the books. He is asking for something that is 
not on the books. 

The Court: Go ahead. 

A. Nothing on the books to indicate that there 
was any inventorv of stock piles. 

Mr. Bischoff: That is all. 
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Recross Examination 
By Mr. Winter: 
Q. There was nothing on the books about any 


inventory of stock piles? A. That is correct. 
Q. The books were absent of any reference to 
that? A. To any inventory, that is correct. 


The Court: Step down. 

Mr. Winter: Q. But every cost that had been 
incurred, whether paid or not, had been accrued? 

A. That is correct. 

Q. All labor up to December 31st? 

A. That is correct. 

Q. All materials ordered or billed up to De- 
cember 31st? A. That is correct. [360] 

Q. As to whether or not it was a part of any 
of these estimates, you would not know, would you? 

A. We checked those and determined the esti- 
mates were billed as far as could be billed. 

Q. In accordance with the contracts? 

A. In accordance with the contracts. 

Mr. Winter: That is all. 

The Court: Step down. 


(Witness excused.) [361] 


FRANK H. EISEMAN, 
was thereupon produced as a witness on behalf of 
plaintiff and, being first duly sworn, was examined 
and testified as follows: 


Direct Examination 
By Mr. Bischoff: 
Q. Where do you live, Mr. Eiseman? 
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A. Portland, Oregon. 

Mr. Winter: I didn’t get his name. 

The Clerk: Frank H. Eiseman. 

* Winter: What is the first name? 

Hrank H. Eiseman. 

. Bischoff: Q. What is your profession ? 

IT am a Certified Public Accountant. 

How long have you been living in Portland? 

I have been in Portland since March, 1940. 

Are you a member of any state or national 
organization of Certified Public Accountants? 

A. JI ama member of the Oregon State Society 
of Certified Public Accountants and J am also a 
member of the American Institute of Accountants, 
which is a national organization of Certified Public 
Accountants. 

@. How long have you been engaged in the 
accounting profession ? 

A. Some fourteen years. 

Q@. When did you become a Certified Puble 
Accountant? 

A. J passed my examination in the fall of 
1945. [362] 

Q. Where have you practiced your profession ? 

A. I was engaged for a short while with Whit- 
comb, Buell, Stratford & Company in the Pacific 
Building, here in Portland, Oregon, and for four 
years I was connected with Piepenbrink & Kron, 
accountants in this city. 

@. Are both of these firms accountants in this 
city? 


OrOorere 
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A. Yes. They are both firms of Certified Public 
Accountants. Since the first of this year I have 
had my own office. 

Q. Mr. Eiseman, did you, at my request, make 
an examination of the books and records of the 
Ross B. Hammond Company ? 

oe vcs, si, 1 did. 

Q. When did you begin to make the examina- 
tion? 

A. You told me of my engagement on the 31st 
of December, 1947. 

Q. Did you go to work on the examination at 
that time? 

A. I started some of the preliminary work on 
that very day. 

(jy. At the time you were employed to make th 
examination, were you given the Revenue Agent’s 
report in this case? A. Yes, I was. 

Q. That is the report for the year in which 
this controversy was involved? 

A. The report I was given for the year, the 
combined years of 1942 and 1943. I believe it is 
called 1943 on the report. 

Q. I show you Exhibit 20 and ask you if that 
is the Revenue Agent’s report that was submitted 
to vour for your study? 

A. Yes. I saw a photostatic copy of this re- 
port. [363] 

Q. Did you familiarize yourself with the con- 
tentions that were being madc in that report? 

A. Yes, sir, I did. 
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Q. In making that examination of the records, 
did you do so for the purpose of determining the 
facts pertinent to these questions that are raised? 

A. Yes, sir, I did. 

Q. In connection with the examination, did you 
examine the income tax returns for the tax years 
referred to in this Revenue Agent’s report? 

A. I examined the retained copies of the tax 
returns filed for the years 1939, 1940, 1941, 1942, 
1943 and 1944. 

Q. State what examination you made of the 
records? Did you go down to the office of Ross B. 
Hammond Company? 

A. Yes, I went down to the office of the Ham- 
mond Company. I was given the general ledger, 
the journals, the trial balance book and other sup- 
porting records J asked for which I felt were neces- 
sary for the purpose of the examination I was 
making. 

Q. Did you examine the monthly estimates? 

A. Yes, I did. 

Q. And all the contracts that were referred to 
in the Revenue Agent’s report? 

A. I did not examine all the estimates but I 
examined some of the estimates on the contracts 
referred to in the Revenue Agent’s report. [364] 

Q. Did you examine them sufficiently to state 
the manner in which they were gotten up and the 
information they purported to present? 

A. I examined several sufficiently to satisfy 
myself of the method employed in making up the 
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estimate and recording them on the books of the 
company. 

@. Did you make what we might call a partial 
test check or partial test checks of these monthly 
estimates into the books to see how they were 
handled ? 

A. Yes. I made certain test checks in that re- 
gard. 

Q. State how long you were engaged in making 
that examination and to what extent you made the 
examination of these records? 

A. T worked a great deal since December 31st 
on the examination of the books and records of 
the company, to the end of last week. The examina- 
tion was made for the purpose of determining 
whether the method employed was an accrual 

@. Did you examine the records for the pur- 
pose of determining whether the method employed 
was consistently followed through the years that 


you referred to? 

A. Yes. That was another purpose of the exam- 
ination, and I further compared the profits shown 
on the books with the profits shown on the tax 
returns. 

Q. From the examination that you made, Mr. 
Eiseman, are you able to state the method of ac- 
counting that had been used by the Hammond 
Company for the years 1939 to 1944, inclusive, was 
the [365] accrual methods? 

A. Yes. The method of accounting since 1939 
was the accrual method. 


Ross B. Hammond 393 


(Testimony of Frank H. Eiseman.) 

Q. What did you find from the examination as 
to the consistency in the maintenance of these ac- 
counts during those years? 

A. The accrual method was consistently fol- 
lowed on the books. 

Q. I call your attention to the list of separate 
accounts set up on the books of the company as 
they are reflected in the balance sheet book during 
the years in question, and ask you to state whether 
the lst of accounts that were set up is proper and 
adequate for the maintenance of the accrual sys- 
tem of accounting? 

A. The trial balance book indicated that the 
accounts which are important for an accrual method 
were all kept. I am here referring to accounts 
payable, accounts receivable, accrued expense, ac- 
counts like accrued Federal Social Security, 
accounts like unemployment compensation, and ac- 
erued interest payable and other accounts of this 
type. Would you want me to read these accounts? 

@. Itis not necessary. They have been read into 
the record, so it is not necessary to repeat them. 

Are you able to state whether the income tax 
returns, as they were made, for the yeai's 1939 to 
1940, were in accordance with the accounts as they 
were kept? A. Yes, they were. 

Q. Did you check to see whether the figures of 
profit or loss, if any, were exactly as they are in 
the books? [366 | 

A. I found in one of the later years a small dis- 
crepancy, which was in favor of the Government 
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against the taxpayer. The income was slightly over- 
stated on the tax return compared to the books, but 
otherwise I found full agreement. 

Q. How much was the amount of the error? 

A. I think some $300. 

Mr. Winter: I do not see the materiality of 
that. 

Mr. Bischoff: Are you able to state from your 
examination of the books that you made and of 
the tax returns made upon those books whether the 
accounts as kept, clearly reflect the income? 

Mr. Winter: Objected to as calling for a con- 
clusion of the witness. I don’t think this witness 
can so testify. 

The Court: He may answer. 

Mr. Winter: He can testify, as an expert, as to 
what the books show, but as to whether they clearly 
reflect the income, that is a matter for this court. 

The Court: He may answer. 

A. The method employed for the years in ques- 
tion clearly reflected the income within the meaning 
or in accordance with the Internal Revenue Code 
and regulations. 

Mr. Bischoff: You may cross-examine. 

The Court: Before you start in, is this some 
kind of a test case the Commissioner is making? 

Mr. Winter: No, Your Honor, it is not a test 
case at all. The Commissioner is authorized under 
Section 41, where books are [367] so kept that the 
income of the taxpayer is not clearly reflected in 
his returns, to require the taxpayer to keep such 
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records or adopt his own method in arriving at 
the income. 

It is the Government’s position that they at- 
tempted to go on an accrual basis, and they re- 
ported on a percentage-of-completion basis, and 
they got kind of a hybrid situation. I think the 
record will show—— 

The Court: ‘‘High-bred’”’ or ‘‘hybrid’’? 

Mr. Winter: J don’t understand. 

The Court: J don’t understand you. 


Cross-Examination 
By Myr. Winter: 

Q. Mr. EHiseman, you say the accounts, the books 
were kept on an accrual basis? A. Yes. 

Q. They accrued all habilities, such as labor 
and material, that went into the contract as of De- 
cember 31st, the end of each year? 

A. J am talking about the method, not about 
the accrual dates. 

Q. You say the method of accounting was on 
an accrual basis and, as a matter of fact, the books 
reflected that they did accrue 

Mr. Bischoff: Answer, instead of shaking your 
head. 

@. (Mr. Winter): The books did accrue all 
accounts payable, labor and material, as of the end 
of each year? 

A. 'The books showed that there were accounts 
payable. [368] 

Q. Yes. Did you check the accounts payable to 
see whether all these accounts were properly ac- 
cruable in the years in question? 
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A. I did not confirm any of the aecounts pay- 
able to make sure all accounts payable were set up. 
T didn’t think that a part of my task in this par- 
ticular case because small errors would not prevent 
a taxpayer from being on the accrual basis. 

Q. I didn’t ask you what you thought. [ asked 
you whether or not you did. 

A. I did not confirm that all accounts payable 
had been set up. 

Mr. Bischoff: Let his finish. 

Mr. Winter: You say you examined a few of 
the billings. Those billings were all based on the 
engineer’s estimate attached to the billings, weren’t 
thev? A. Yes. 

@. How was the profit on the contracts kept on 
the books? Would you say that was on a strict ac- 
erual method of accounting? 

AA. In my opinion it was. 

Q@. Were any adjustments made in the books 
or was there anything in the books to show that any 
adjustments were made for stock on hand, stock 
piles on hand, at the end of the year, or unfinished 
work ? 

A. I did not find any, but according to the Com- 
missioner’s—According to the Code and regula- 
tions, that does not appear to be necessary. 

Q. I am not asking about the regulations, what 
the regulations [869] provide. I say: Is there any- 
thing on the books to show that? 

A. I didn’t find any. 

®. As to the books, if there was a million dollars 
in uncompleted work for which no billings had 
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been made, that would not be clearly reflected in- 
come in the year in which the costs had been ac- 
erued, would it? A. Apparently not. 

Q. Did you examine the books? You had the 
eash journal for 1938. What method of accounting 
is shown in the books for 1938? 

A. What book are you referring to? 

Q. What system of accounting do the books 
reflect was used in 1938? 

A. My examination did not go into that very 
detailed, but there is some question in my mind 
whether there was any particular method, as here 
contended in this court, now, employed in the year 
1988. 

Q. I am not asking you to pass upon the testi- 
mony in this court. I am asking you, as an expert, 
to tell me what method of accounting was emploved 
bv this company in 1938. 

A. I was just trying at the time to tell you my 
opinion about it. | understand that the contract for 
the State Capitol was kept on the percentage-of- 
completion basis, but I found a very important 
difference between the method described in the 
regulations and the methods employed in this par- 
ticular year. If I may have a copy of the regula- 
tions and perhaps a copy of the returns, [370] I 
ean explain. 

Q@. I didn’t ask you about the regulations. I 
asked you if you could tell me what method of 
bookkeeping was employed, in your opinion, by the 
company for 1938. Can you answer that question 
Yes or No? Can you tell me? 
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A. I don’t think there was any particular 
method used in the year 1938. 

Q. You don’t think there was any particular 
method ? 

A. No. I found a combination of various 
methods. 

Q. \Weren’t the books kept on an accrual method 
of accounting as they were in prior years? 

A. The income and expenses evidently were ac- 
erued but the income—the income from the State 
Capitol job was not reported on any clear method 
as it is explained in the Code and regulations. 

Q. On what method of—On what method was 
the long-term contract of the Capitol Building re- 
ported in 1938 and 1939? 

A. As I mentioned before, it was not a clear- 
cut method according to the Code and regulations. 

Q. Was it a percentage-of-completion method of 
reporting on that contract? 

A. It was not a percentage-of-completion method 
as described in the Code and regulations. 

Q. In what way, in your opinion, didn’t it com- 
ply with the percentage-of-completion method ? 

A. The Code and regulations provide that on any 
uncompleted [3871] contract which 1s to be reported 
on the percentage-of-completion basis, the percent- 
age of completion should be applied to the income 
received, and then, from this income received, as 
computed, the actual expenses should be deducted. 
'vhis was not done. 

Q. Well, all right. 
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Mr. Bischoff: Just a minute. I object to coun- 
sel interrupting the witness until he gets through 
with his answer. 

The Court: Continue. 

A. This was not done on the return. The income 
reported from the State Capitol job was not shown 
in this manner on the return for 1938. The manner 
in which it was done was that the total income re- 
ceived, according to the estimates, was taken and 
from it deducted the total expenses incurred up to 
date, plus the estimated expenses to complete the 
job, and this estimated profit then was multiplied 
by the percentage of completion, and this method 
is not in accordance with the Code and regulations 
for the year 1938. 

Q. (Mr. Winter): Was that the method em- 
ploved by the company prior to 1938 in reporting 
the Capitol job? A. I didn’t cheek that. 

@. Then you say there was a hybrid method— 
there wasn’t an accrual method but there was a 
hybrid method used in 1938 in reporting the in- 
come ? 

A. I believe you might call it that. I should say, 
further, there was another contract started in the 
year 1938 and, if the [872] taxpayer would have 
been on a clear percentage-of-completion basis, he 
would have had to report certain profit or loss on 
that particular contract, which he did not do. That 
indicates to me that he was not really on the per- 
centage-of-completion basis, as the Commissioner 
described it in the regulations, for the year 1938. 
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Q. For the year 1939—Will you refer to the 
taxpayer’s return? What does ‘‘percentage of com- 
pletion’? mean on the 1939 return? What does that 
mean, in your opinion? 

A. I don’t see any percentage of completion in 
Hea: 

Q. You see ‘‘portion of completion’’ under these 
contracts, the Capitol Building 

A. I think you are referring to the year 1938 
that you want me to look at. 

Q. No, I want you to look at 1939. 

A. 1939 does not indicate—— 

Q. What contracts are shown there? 

A. Balance of the State Capitol, University of 
Oregon Library, alterations to the Morgan Build- 
ing, main barracks building, St. Vincent’s Hospital 
alterations, alterations to the Arlngton Club, re- 
pairs to Multnomah Civic Stadium. 

Q. Doesn’t that balance refer to the percentage 
of completion that was not reported in the previous 
year on the Capitol Building? 

A. The income tax return for the year 1939 
does not indicate [373] anything about that. 

Q. What does it say as to the Capitol Building? 

A. May I read it to you? 


Q. Yes. 

A. State Capitol Building, Job 193—— 
Q. Yes. 

A. final contract price, $2,072,012.58. 


Q. Yes. 

A. Cost: Labor, $176,003.94; materials, subcon- 
tracts, insurance, et cetera, $1,778,091.02, and then 
$112,406.52; a total cost of $2,060,556.48, and this, 
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deducted from the contract price, leaves a profit of 
$5,457.10. There is no mention made of percentage 
of completion. 

Q. That is the balance or percentage of the 
building was completed in that year, isn’t that 
right ? A. That is my understanding. 

Q. In other words, that is the percentage of 
completion, the final completion of the building, and 
about 90 per cent had been reported in prior years 
on a percentage-of-completion basis ? 

A. The tax return for 1939 does not indicate 
anything about percentage of completion. J think 
the figures you mentioned are on earlier returns. 

@. When you compare that return with the 1938 
return, it shows the final percentages of completion ? 

A. If I may say so, it means the same thing, 
approximately. It [874] is the balance of the profit 
which had not been reported in prior years. 

Q. On a percentage basis? 

A. On whatever basis they had been using. If it 
was a percentage basis, yes, but I don’t think it 
was a percentage basis, in agreement with the Code 
and regulations. 

Q. Refer to the next contract. 

A. You want me to read that? 

Q. Yes. 

A. University of Oregon Medical School i- 
brary, Job 194. 

Q. Yes. 

A. Contract price, $332,642.16, less cost of la- 
bor, $61,399.21, materials, subcontracts, insurance, 
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et cetera, $242,625.03, total cost $304,124.84. This, 
deducted from the contract price, leaves a profit of 
P2601 t.a2- 

Q. Read the next one. 

A. Alterations to Morgan Building, Job 195: 
Fixed fee, $1,726.61, less $850.85 which, deducted 
from the fixed fee, leaves two thousand—pardon 
me. May I correct that? Added to the fixed fee 
gives a profit of $2,577.46. 

Q. What was the amount of the fixed fee? 

A. $1,726.61. 

Q. Read the next one. 

A. Main barracks building, Job 196. Portion of 
contract completed [375 | 

Q. Read that again, ‘‘Portion of contract com- 
pleted.”’ 

A. Portion of contract completed,—Let me fin- 
ish. 

Q. I want you to read that wording again. 

A. ‘‘Portion of contract completed in 1939,’’ as 
per War Department certificate, $752,082.54, less 
cost of labor $179,868.56, materials, subcontracts 
and insurance, et cetera, $545,089.52, total cost 
$724,958.08, leaves a profit of $27,124.46. 

@. In other words, in reporting the income from 
that contract for 1939, the taxpayer kept the books 
on an accrual basis, you say, is that right? 

A. That is my opinion. 

Q. Then, he reports on the portion of the build- 
ing completed as per 

A. per the certificate. 
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Q. In other words, he is reporting his profit on 
the percentage of the completion of the building, 
isn’t that right? 

T don’t think that is necessarily the same. 
What? 

I don’t think that is necessarily the same. 
That is not necessarily the same? 

No. 

But he kept reporting it on that basis? 

My understanding is that it is not the same 
in many cases. 

Q. It is not the same in many cases? 

AD YNo. [376] 

Q. You are familiar with the fact that many 
taxpayers report their long-term contracts on a 
percentage-of-completion basis and keep their books 
on an accrual basis? 

A. They accrue items of expense and accrue in- 
come, but that does not mean that they are on the 
accrual basis for the purpose of reporting lone- 
term contracts. 

@. What do you contend or understand is the 
difference between the accrual and percentage-of- 
completion basis, if any? 

A. It is the substance of this whole discussion. 
On a pereentage-of-completion basis, one of the 
conditions is that we have to take inventories into 
account. On the accrual method for construction 
contracts, the Commissioner does not require any 
inventories, and there are other conditions which 
may come up under certain circumstances, but I 
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think that is one of the basic differences between the 
two methods. 

Q. In other words, you think the Commissioner 
only requires the use of inventories with respect to 
mereantile goods where the taxpayer is keeping his 
books on the accrual method of accounting ? 

A. Mereantile and manufacturing companies. 

Q. You say that is the only time the Commis- 
sioner may require a taxpayer to keep an inventory 
at the end of the year and make an adjustment for 
the work completed for which no billing has been 
made? 

A. In a general way, yes. There may be a few 
more types of [3877] business that we have not 
mentioned here, and which I might be able to think 
of, but generally you are right on that. 

Q. If, for example, a taxpayer keeps his books 
on a strict accrual method of accounting, that is, he 
has accrued all his work, labor and materials, and 
he did not make any billings for three months prior 
to the end of the year, and, therefore, did not ac- 
erue any income, do you think such a method of 
accounting would clearly reflect the income? 

A. If he had the right to receive this money, 
then he should have accrued it on the books. ‘‘ Ac- 
crue’? means to show it on the books, show income 
on the books when he has the right to receive it, 
when the right to receive it is established—the right 
to receive and the amount to be received is 
established. 

Q. Suppose, for some reason, under the con- 
tract the engineer refused to approve an estimate, 
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although the work has actually been completed, and 
it is not approved until the end of the year. Would 
you say that would not result in a distortion of in- 
come for income tax purposes ? 

A. No doubt it would be in the taxpayer’s in- 
terest to get approval if theve is justification for it, 
and he would fight for it as much as he could. As- 
suming an engineer would not, for certain reasons, 
give him a certificate, because the workmanship 
was faulty, there evidently cannot be any accrual. 

@. If the taxpayer wanted to shift his income 
into a subsequent year and could properly not seek 
getting a certificate, he could [878] then just fail 
to get a certificate approved and thereby put the 
income over into the subsequent year. You say if 
the taxpayer were so inclined he could do that? 

A. Theoretically, it might be the case but here, 
in this particular case, Mr. Hammond indicated 
that he needed all the money he could possibly get 
to finance his contract, and he put his billings in 
just as soon as he possibly could. 

Q. Mr. Eiseman, I didn’t say Mr. Hammond 
did it. I said, supposing a contractor kept his books 
on a strict accrual method, and only acerned these 
amounts for which he billed, without taking into 
consideration the work and labor performed on 
unfinished portions for which he could not bill, if 
he just failed to get a certificate and failed to bill 
them until after the end of the year, he could then 
effectively shift his income into the next year, isn’t 
that right ? 


406 J. W. Maloney vs. 


(Testimony of Frank H. Eiseman.) 

A. If he had a right to receive the money, if he 
had a right to receive the certificate of the architect, 
he should have accrued it. If he failed to obtain a 
certificate, that in itself does not mean that he 
should have accrued it. 

Q. I am not talking about whether he should or 
should not have. I say, he could then shift his income 
or substantial income into the succeeding year, if 
he were so inclined ? 

Mr. Bischoff: We have no charge of fraud or 
evasion, your Honor, or even a suggestion of it in 
the Revenue Agent’s report, that any item was 
shifted from one place to another for the [379] pur- 
pose of evading tax. Why should we be trying that 
issue here? 

The Court: Go ahead, Mr. Eiseman. 


(Question read. ) 


A. Since he had the right to receive the certificate 
of the architect, it would be an accrual item. Just 
the fact that he had not asked for the certificate in 
itself would not mean that it should be accrued. 

Mr. Winter: Q. Supposing a taxpayer made a 
constant practice of not accruing any items unless 
he had actually billed— 

The Court: We will recess until one-thirty. 


(Thereupon a recess was taken until 1:30 
o’clock p.m.) 
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Court reconvened at 1:30 o’clock p.m., Thursday, 
January 15, 1948. 


Cross-Examination— (Continued) 
By Mr. Winter: 

Q. Mr. Eiseman, at the time of recess we were 
discussing what you considered the distinction he- 
tween an accrual method of accounting and the per- 
centage-of-completion basis. 

Under the accrual method of accounting, where a 
taxpayer is reporting on long-term contracts, 1s it 
proper to accrue the value of the work in progress 
at the end of each year for which no billing has been 
made, but where all the expenses in performing that 
work in progress had been accrued? [380]| 

A. May I clarify something first in my mind 
before I answer that? Do I understand that you said 
‘‘Under the accrual] method’’? 

Q. No, I will reframe the question. 

A. You are talking only about percentage of 
completion ? 

@. Iam talking about the accrual method. 

A. Talking about the accrual method? 

Q. Supposing a taxpayer keeps his books upon 
the accrual basis of accounting, on that method of 
accounting, where he is reporting on the accrual 
method, long-term contracts, is 1t proper to accrue 
on the books the value of the work in progress at 
the end of the year for which no billing has been 
made to the owner, but concerning which work con- 
siderable costs and expenses have been incurred and 
accrued on the books? 
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A. If he was not entitled to receive any money 
over and above what he had billed, and he consist- 
ently followed that method, I think that would have 
been the proper thing to do. 

Q. In other words, you think a proper method 
of accrual would be if he had expended one million 
dollars, for example, in completing work which 
Jacked probably 2 per cent more to complete before 
he could make a billing, and he then billed after the 
end of the year, you say it would be a proper method 
of accounting not to accrue the value, regardless of 
whether he could bill it under his contract or not? 

A. I think, as a matter of fact, contracts are 
never written—at least, I never, in my practice, have 
run across a contract of [3881] this type, that billing 
has to be withheld until the final completion of the 
building. The contracts I have seen in my practice 
always have been on such a basis that billings could 
be made before the contract was completed, if there 
was a contract. 

Of course, if the contractor goes ahead and locates 
a building on somebody else’s ground without having 
any contract, that is a different story. What can 
happen, especially if this contract is with the Gov- 
ernment—it could happen he never will be reim- 
bursed for it; it could happen that the person who 
told him to go ahead would be removed from the 
position he occupied and none of his verbal commit- 
ments would be binding upon the Federal Govern- 
ment. It would be very questionable whether he 
ever could collect on this particular contract. 
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But, providing there is a contract, according to 
the contracts I am familiar with, there is always a 
possibility to bill some portions of the money ex- 
pended before the contract is finally—before the 
building is finally completed. 

Q. All right. Supposing that the contract pro- 
vided that he would be able to bill the owner based 
upon the material which was put into a building, 
plus the labor which was actually put in the building, 
on completion of one unit, for example, that cost 
one million dollars, but the contract provided that 
until the unit was completed he could not bill the 
owner—he could not bill the owner until that one 
unit of the contract was completed, and he had spent 
one million dollars in 1942, but it was [382] not 
completed to the extent that it could be billed until 
1943. Would it or would it not be proper to the 
accrual method of accounting to accrue the reason- 
able value of the labor and materials that had been 
expended in 1942, the actual value? 

A. Jam not familiar with any type of contraect— 

@. I say, if those were the facts. 

A. Assuming that there would be a contract of 
that type— 

@. Yes. 

A. -—we would have a very similar situation to 
where the contract could be on a completed-contract 
basis. We have there also, maybe two or three years 
before the final completion of the contract, certain 
profits that might have been made being deferred. 
to the very end, to the final completion of the con- 
tract. 
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It may be somewhat contrary to logical thinking, 
but if the contractor continuously follows that 
method, I think it reflects, over the years, the 
proper income. 

In the same way here, if the contractor continu- 
ously follows one method, to deviate from that par- 
ticular method certainly would be the wrong thing 
to do. I think consistency is one of the important 
things in accounting. 

Q. In 1938 the taxpayer in this case reported 
his income on the Capitol Building on the basis of 
the percentage of the completion of the total con- 
tract, didn’t he? 

A. Not in accordance with the Commissioner’s 
Twle, 

Q. I say, that is what he reported, isn’t it, on 
the basis of [883] percentage of completion ? 

A. Some method of percentage of completion but 
not the method prescribed by the Commissioner. 

Q. I didn’t ask you whether it was the method 
prescribed by the Commissioner, but the taxpayer, 
did he not, in his books and records and on his 
return, reported his income on the Capitol Building 
on the basis of percentage of completion of the total 
contract? Answer that yes or no, did he or did he 
not? A. Yes. 

Q@. He also reported the percentage of comple- 
tion of the total contract in his return for 1939, 
didn’t he, on the Capitol Building? 

A. He reported the balance of the unreported 
profit. 
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Q. That was the balance of the percentage of 
the total contract, wasn’t it? A. Yes. 

Q. He had already reported 98 per cent of the 
percentage of the contract in prior years, 1936, 1937 
and 1938, hadn’t he? A. That is correct. 

Q. In 1939 he reported the balance of the per- 
centage of the total contract, which was completed 
then, on his 1989 return? A. That is correct. 

Q. And with respect to that other contract you 
were reading from, he reported the portion of the 
completed building on his return in 1939. That is 
what he says in his return, doesn’t he? [384] 

A. Not in those words. He reported that portion 
which he was entitled to bill. He showed that par- 
ticular portion of the income which he was entitled 
to bill at that particular time. 

Q. In 19389 the taxpayer reported the portion 
of the contract completed in 1939 on the United 
States War Department barracks ? 

My. Bischoff: He went over that, your Honor. 
He went over that matter and had the witness read 
off these items, and the witness was examined con- 
cerning them. I do not see any reason for a repeti- 
tion of this matter. 

Mr. Winter: Q. Were the estimates of the en- 
eineer based on the portion of the building that was 
completed ? 

A. I am not familar with that particular con- 
tract. 

Q. On any of the contracts were the estimates 
based upon the percentage of completion of the 
contract ? 
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A. Not necessarily. It depends upon the terms 
of the contract. 

Q. Are you familiar with the terms of these 
contracts ? 

A. I have looked at some specifications of the 
Government contracts, general specifications of Gov- 
ernment contracts. 

Q. Under the Defense Plant Corporation con- 
tracts, he was entitled to reimbursement of 75 per 
cent of the amount of completed work, isn’t that 
right ? A. I am not— 

Qo Lorn tor? 

A. Iam not familiar with that particular con- 
tract. 

Q. If he was only entitled to bill the owner for 
75 per cent of [885] the amount completed in a year 
under the accrual system of accounting, wouldn’t 
it be proper to accrue the value of the 25 per cent 
for which he could not bill, at the end of the taxable 
year? 

A. That was a proper accrual method and, 
according to my investigation, that was done. 

Q. Couldn’t bill for the 25 per cent. The engineer 
could only allow them to bill for 75 per cent of the 
work which was completed, although he had to spend 
the cost of completing 100 per cent of it, isn’t that 
right ? 

A. This particular 25 per cent was retained only. 

Q. No, I am not talking about retained percent- 
ages, now. 

Mr. Bischoff: Finish your answer, Mr. Eiseman. 
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Mr. Winter: Q. Iam not talking about retained 
percentages. 

A. I don’t understand your question then, very 
well. 

Q. You understand, for instance, here is 10 per 
cent retained percentage on the contract; 10 per 
cent retained ? A. Yes: 

Q. There is also the 75 per cent that they will 
pay, based upon the engineer’s estimate, isn’t that 
right? 

Mr. Bischoff: JI object to the witness being inter- 
rogated about the contents of the contract. He did 
not purport to testify he was familiar with the 
provisions of the contracts. We don’t even know 
whether Mr. Winter is correctly stating to him 
the import of the provisions with respect to payment. 

The Court: If he doesn’t know, he can just say 
SO. 

A. Yes; I am not familiar with this particular 
provision which you are mentioning. 

Mr. Winter: All right. 

Q. If the contract provides that 10 per cent of 
the contract price shall be retained by the owner 
and that the contractor is only entitled to bill the 
owner on the basis of 75 per cent of the amount of 
work completed on the contract, would it or would 
it not be proper to accrue the 25 per cent difference 
between the amount of completed work and the 
amount of the engineer’s estimate ? 

Mr. Bischoff: Objected to, your Honor, as imma- 
terial and on the ground that it is not the proper 
hypothesis involved in this ease. 
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My. Winter: The contract is in evidence. 

The Court: What contract does that apply to? 

Mr. Winter: That is the Defense Plant Corpora- 
tion. 

Mr. Bischoff: I prefer to have counsel read the 
provisions of the contract, so we will know what we 
are talking about. 

A. Iam not familiar with any provision of the 
type you mentioned here. I probably would have to 
study the contract first before being able to give 
vou some opinion. 

The Court: Which contract so provides? 

Mr. Winter: The Defense Plant Corporation 
contract. The taxpayer is reimbursed 75 per cent 
of all materials located on [387] the site at the close 
of each month. 

Mr. Bischoff: Where do you find in there that 
that is in addition to the 10 per cent retained per- 
centage provision? Just read anything of that kind 
in there. 

Mr. Winter: Article 15. ‘‘Payments: Unless 
otherwise provided in the contract, the owner shall 
make partial payments as the work progresses as 
follows: Upon apphaction by the contractor and 
certification by the architect-engineer, and approved 
by owner, owner shall make monthly payments to 
the contractor of 90 per cent of the value of labor 
and materials incorporated in the work and 75 
per cent of all labor and material stored at the 
site up to the first day of the month as estimated by 
the architect-engineer, less the aggregate of all pre- 
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vious payments, provided that the aggregate of all 
monthly payments shall not exceed 90 per cent of 
the contract price. 

‘‘Upon completion and acceptance by the owner 
of all work required hereunder, the amount due the 
contractor under this contract will be paid upon the 
issuance of the architect-engineer’s final certificate, 
after the contract shall have furnished the owner 
with a release of all claims against the owner arising 
under—’’ and so forth. 

Mr. Bischoff: The 75 per cent refers to materials 
not incorporated. 

My. Winter: That 1s what I said. 

Mr. Bischoff: It was not included in your ques- 
tion. [388] 

Mr. Winter: Ninety per cent where it is included 
in the building and 75 per cent where it is in stock 
pies. 

Mr. Bischoff: That is what you say now. 

Mr. Winter: Yes. 

Mr. Bischoff: That is not what you said before. 

Mr. Winter: Q. Wouldn’t it be proper to accrue 
the materials on hand—Don’t look at Mr. Bischoff. 
Look at me. 

A. I am looking at you, Mr. Winter. 

Q. Wouldn’t it be proper to accrue that per- 
centage in accruals at the end of the year? 

A. It all depends upon the method which had. 
been followed in prior periods. The basic thing, in 
order to clearly reflect the income, is that the method 
is consistently followed over the years, and it is 
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mv understanding that this method has been fol- 
lowed in prior years to set up these retained per- 
centages. 

@. Was it followed in 1938 and 1939? 

A. I did not check any items in 1938 as to that 
regard. I would have to look at the books first to 
determine that question. 

@. Was a different method of accounting set up 
for 1939, 1940 and 1941 than was set up for 1938? 

A. JI think I have testified to that, what the 
accounting method was in the year 1938. 

Q. Do you know what method of accounting was 
authorized for the year 1938? 

A. I saw only the letter, the final letter of the 
Commissioner, [389] which was dated some time 
around May, 1938. I did not see the previous corres- 
pondence. 

@. Is it your understanding that a different 
method was employed in 1939, 1940 and 1941 than 
was employed in 1938? Is that your understanding ? 

A. I believe I testified to that before, that there 
was no clear method used in the year 1938. 

@. How were the books kept? 

A. Accruals of income and accruals of expense 
were used in the year 1938. 

Q. And the accrual method of income and 
expenses was used in 1939, too? A. Yes. 

Q. The acerual method of income and expenses 
was also used in 1940? 

A. Yes, but there is a difference in the way— 
Perhaps there is a difference in the way the contracts 
were reported. You refer to two different things. 
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@. You mean they made a change in the method 
of reporting on the contracts from what they had 
in 1938, is that what you mean? 

A. We are talking about the difference between 
one job, the State Capitol job, and all following 
jobs. As I explained before, there was one contract 
started in 1938 which was not reported on the same 
basis as the Capitol job. 

Q. How were the books kept in 1938? Was it on 
an accrual [390] method or was it on a percentage- 
of-completion method? The books, I mean. 

Mr. Bischoff: Your Honor, I think at this time 
it would be appropriate for counsel for the defend- 
ants to now state their position with respect to the 
1938 method as compared to the 1939 and subsequent 
years method, because the Revenue Agent’s report 
denied us the right to use the accrual method in 
1939 and subsequent years, because he says in 1938 
he used the pereentage-of-completion basis. There- 
fore, he says, we had to continue on that basis. That 
is what he says. Those are his words. 

Now, he says, ‘‘ You did not have a right to use 
any other but the percentage-of-completion basis, 
beeause vou did not get consent.’’ 

From the examination that has been going on 
here ad infinitum upon this subject, it now appears 
that they want to take the position that 1938 was 
the accrual method the same as 1939. If that is their 
position, they ought to say so now so we will know 
where the examination is leading us to, so I may 
know whether I have to question him about that and 
your Honor will be able to know whether you are 
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to go back to the existence or non-existence of a 
consent or the necessity for a consent to change the 
method. I think the case has gone far enough that 
they should take a position as to that. 

Mr. Winter: Since the pre-trial and since the 
introduction in evidence of the letter requesting the 
Commissioner for a [392] determination of the 
method upon which they could keep books in 1938, 
counsel has made a right-about turn. 

Mr. Bischoff: No, I didn’t. 

Mi. Winter: They introduced the 1938 income 
tax return, demanded everything from 1938 to 1944 
in their subpoena duces tecum. He is now trying to 
eliminate 1988 and, while we might have made some 
mistake back there, we want to show that that same 
method was adopted, and that is that an accrual 
system of accounting was kept but not the true 
accrual and that they did not, in reporting the profit 
on contracts, adopt either a pure-bred accrual 
method or a pure-bred percentage-of-completion 
method. 

Mr. Bischoff: What do you now claim the 1938 
method was? 

Mr. Winter: ‘The method used by the taxpayer 
in 1938, Just as he states in his letter. 

Mr. Bischoff: What do you claim for it? 

Mr. Winter: Just as the taxpayer said in his 
letter—I will read it. 

Mv. Bischoff: We are entitled to have a statement 
of their position. 

Mr. Winter: Yes. This is our position: 
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“Tn accordance with the requirements of Article 
42-4—”’ This is in March, March 3, 1988—’’. . . 
application is hereby made for permission to account 
for profits upon contracts performed by this com- 
pany upon a basis of percentage of the contracts 
[392] completed within each calendar year. Doubt- 
less, this request is not necessary as no change is 
being made in the accounting method heretofore 
employed,’’ in view of the fact that the corporation’s 
books have been kept on an accrual basis and the 
individual books of Mr. Hammond kept on a similar 
basis. 

Tf they had reported the true percentage of com- 
pletion on their contracts, we would not be here, 
because there would not be this serious distortion 
of income. 

That is what they asked the Commissioner to do 
and the Commissioner said ‘‘You can keep your 
accounts on an accrual basis’’, and they have kept 
their accounts on an accrual basis, but they have 
not made any allowance for stock piles of material. 
If they accrue considerable in one year, a million 
dollars in one year, and they only accrue twenty-five 
thousand in another, it is just distorted imeome. 
There is no relationship, the way it has been re- 
ported, to the actual profit in any one year under 
any contract. In one year, if the Court please, as 
IT pointed out, they had an $8,000 income and no 
costs. Ridiculous. 

Mr. Bischoff: May I read from the Revenue 
Agent’s report which is the basis upon which this 
adjustment was made? 
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‘Tn the taxpayer’s 1938 return the profits earned 
from the contract—’’ referring to the Capitol con- 
tract— ‘‘—were reported on the basis of percentage 
of completion. The computation was made in the 
return by estimating the total profit to be received 
from the contract, applying thereto the per cent 
of [393] completion, as determined by the engineers, 
(98.3), and deducting from the result the profit 
reported by the corporation. The estimated profit 
was determined by subtracting from the estimated 
total income from the contract the expenditures made 
to December 31, 1938, plus the estimated amount to 
be paid in 1939. The 1938 profit was computed in 
the same manner in the taxpayer’s books.” 

That is his statement as to what we did, what our 
books show and what our returns show—percentage 
of completion. 

Here is what he goes on to say: ‘‘For the years 
1939, 1940, 1941, 1942 and 1943 the taxpayer made 
no attempt to keep the books or to prepare the 
returns upon the basis of percentage of completion.’’ 

He goes on to point out that, because we had no 
consent, we had no right to depart from the per- 
centage-of-completion basis which we used in 1938, 
despite this issue that he tenders and upon which 
they saddled us with a deficiency in tax. 

Now, the examination is being directed to an 
attempt to establish that the 1938 bookkeeping 
method and return are not upon the percentage-of- 
completion basis. That is what they are trying to do 
now, and it is my view, since they have gone this 
far, they should take a position, so that we may know 
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where we are going in this, whether we have got 
an issue about consent at all in this case, or whether 
there was any inconsistency. 

Mr. Winter: Q. In good accounting practice, is 
it possible or is it desirable to keep books on an 
accrual method of accounting [394] and report the 
profit on contracts on a percentage-of-completion 
basis, long-term contracts? That is approved prac- 
tice, isn’t it? A. It is approved practice. 

Q. It is approved practice to accrue income and 
expenses and to keep contracts on a percentage-of- 
completion basis. That is approved practice, isn’t it? 

ne Y GS. 

Q. And it clearly reflects income? 

A. But that is separate. That is apart from an 
accrual method of reporting contracts on the accrual 
basis. 

@. I am talking about keeping the books on an 
accrual basis. In other words, a taxpayer can request 
to keep his books of account on an accrual basis 
and can also report the contracts upon a percentage- 
of-completion basis, isn’t that right? 

A. In the first part, having in mind to accrue 
income and expenses, then it is correct, yes. 

Q. In the event you report the profit on con- 
tracts on a percentage-of-completion basis, whether 
it is a percentage based on the engineer’s reports or 
whether it is a percentage basis based upon the per 
cent of the building completed, the completed build- 
ing, based upon the engineer’s reports, it is neces- 
sary to make allowance or make adjustments for 
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stock piles on hand and uncompleted work at the 
end of the year? 

A. On the uncompleted-contract basis, it is. [895] 

Q. On a percentage-of-completion ? 

A. Ona percentage-of-completion basis, yes, that 
is correct. 

Q. It is absolutely necessary, in order that it 
won't distort the income from one year to another ? 

A. That is correct, but not on the accrual method 
of accounting; it is not necessary. 

Q. How do you accrue contracts ? 

A. It is all based upon the right to receive a 
certain amount and the obligation to pay. 

Q. Is there any consideration given to the type 
of contract upon which you could only be able to bill 
75 per cent of the materials? 

A. That would be a part—the difference between 
75 and 100 per cent could be a part of that retained 
percentage we have been talking about. . 

Q. If it had been a part of the retained percent- 
age, you will accrue that amount on your books? 

A. Yes. 

Q. Did they accrue anything on their books other 
than the billings based upon the engineer’s esti- 
mates ? 

A. To my knowledge, the retained percentages 
have been added to income. 

Q. Just the retained percentages, but did they 
accrue anything else? 

A. I have not checked the other part. [3896] 

@. ‘There is no record of any inventory of 
amounts in stock piles? 
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A. That isa part of the retained percentages you 
are talking about, the difference between 75 per cent 
received and 100 per cent which is shown originally 
on that particular billing. I would think that would 
be a part of that retained percentage, only the per- 
centage is different from the percentage you have 
on the work done. 

@. What did they bill the Defense Plant Cor- 
poration on materials? 

A. Iam not familiar with that. I think you would 
have to ask the bookkeeper about that. I just made 
certain tests. 

Q. As a matter of fact, they only billed 75 per 
cent of the materials to the Defense Plant Corpora- 
tion, did they not? A. I did not check that. 

@. No. Yet, how long were you down there ? 

A. I was down there about four—portions of 
four days. 

Q. Portions of four days? 

A. Yes, and the balance of the work I have done 
in the office, in my office. 

@. You say you went down there December 31st ? 

A. JI didn’t say I went down there. I started to 
work on that part of the case. 

Q. And this other work you have done was up 
until last week ? A. Yes, the end of last week. 

Q. You have been in court during all the testi- 
mony in this [397] case, with counsel ? 

A. Practically all of it, yes. 

Q. Are you employed by Mr. Bischoff ? 

A. No, I have my own office. I am now practicing 
by myself. 
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@. Have you been doing any work for Mr. 
Bischoff ? 

A. ‘This is the first contact I have ever had with 
Mr. Bischoff. In fact, I just met him when I opened 
my own office through his son, whom I know. 

Q. Employed here on a fee basis or under sub- 
poena ? A. Jam employed on a fee basis. 

Q. Is that fee contingent upon the outcome of 
this trial? 

A. No, not in any way; dependent upon the time 
involved in familiarizing myself with the records 
and the time spent in court. 

Mr. Winter: I think that is all. 


Redirect Examination 
By My. Bischoff: 
Q. State how much your compensation is to be. 
A. I have not checked my time but— 
@. I mean, the rate of compensation that we 


agreed upon? A. It will be $5 an hour. 
Mr. Bischoff: That is all. 
(Witness excused.) [398] 


ROBERT T. JACOB 
was thereupon produced as a witness on behalf of 
plaintiff and, being first duly sworn, was examined 
and testified as follows: 


Direct Examination 
By Mr. Bischoff: 
Q. Mr. Jacob, you are one of the attorneys in 
this case for plaintiff, are you not? 
A. That is correct. 
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Q. Have you been attorney for the Ross B. Ham- 
mond Company for some time? 

A. Since 1936. 

(). And up to and including the year 1942, what 
was the nature of the services you rendered for Mr. 
Hammond ? 

Mr. Winter: Objected to as incompetent, irrele- 
vant and immaterial. 

The Court: Answer. 

A. Ivrendered various services in connection with 
his tax matters and with his business matters, too. 

@. Did he consult with you regarding his tax 
problems ? 

A. Yes, his accountants have with respect to the 
annual returns and they and he have consulted me 
about his business affairs. 

@. Did he confer with you at all prior to Febru- 
ary 3, 1942, with respect to the formation of a part- 
nership with his son? 

A. Yes, he did. Either the latter part of 1940 
or the first part of 1941, he consulted with me regard- 
ing a partnership with [399] Bill. 

He said bill was planning to go to Brazil to 
establish his own contracting business; he tried to 
impress upon him the fact that he was throwing 
away a good foundation, and that he would have 
to start at the bottom, which he felt was needless, 
and he said he had talked with him with a view to 
his coming in with him, and he wanted to be sure 
that he was tied in, so I discussed the matter with 
him generally, and he informed me Bill was to be 
mairied very shortly thereafter. 
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I asked him if he were aware of what the result 
would be if anything happened to Bill; that his wife 
would be the heir to his estate and so on and, after 
having pointed that out to him, he decided he would 
let the matter rest to see how Bill and his bride got 
along, so nothing was done then respecting the 
formation of the partnership. 

Q. When was the matter broached again? 

A. It was taken up again the early part of 1942, 
after Bill had returned from the time he spent at 
Fort Lewis. 

Q. What precipitated the discussion at that time 
with respect to a partnership ? 

A. Well, he was trying to keep Bill from going 
into the service; he felt that because of Buill’s train- 
ing and his accomplishments and because of the fact 
that he— 

Q. You don’t need to go into detail, but was that 
the thing that brought the thing in focus again? 

A. That is right, and the fact that he was enter- 
ing into a number of other agreements with H. M. 
Masonvandee Vy. Petersen. 

@. What did he say to you as to his conclusion 
with respect to the formation of a partnership? 

A. He decided he wanted the partnership formed. 

Q. Did he give you any instructions with respect 
to preparing the agreement? 

A. He did. He told me what interest Bill was 
to have; and what the drawing accounts were to be 
and instructed me to prepare the agreements. 

q. I show you Exhibits No. 2 and No. 3 and ask 
you if you prepared those instruments ? 
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A. J did. 

Q. Are those in the form they were originally, 
or has there been any substitution of any papers, as 
Mr. Winter has intimated in his examination here? 

A. None whatsoever. 

My. Winter: I object to that, as to my intimating. 
T asked questions. I can ask questions without coun- 
sel insulting me, I think. Of course, T consider the 
source. 

Mr. Bischoff: After these documents were pre- 
pared, did you supervise the execution of them, or 
were you present, or did you just turn them for 
execution ? 

A. No, I sent them to Mr. Hammond in the mail. 

@. You retained copies for your files? [401] 

Pee that is right. 

Q. In connection with the preparation of income 
tax returns for the Hammond Company, and mem- 
bers of it, did vou undertake to make up the balance 
sheet and trial balance from which the income tax 
returns were made? 

A. No, I didn’t. The preparation of returns is 
made in two or three different ways—that is, the 
furnishing of advice or the actual preparation of 
the returns. In connection with Mr. Hammond, our 
office never has prepared any of the returns. 

Q. Who actually accumulated the figures upon 
which the income of the taxpayer had to be deter- 
mined, or from which it had to be determined? 

A. Mr. Hammond’s accountant in every case ac- 
cumulated the information. 
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Q. To what extent did you have anything to do 
with the supervision of the income tax returns? 

A. I was available for counsel and conferences 
as to any item under discussion, as to how it should 
be handled, and I checked the computations and, as 
a matter of fact, either I or my office checked the 
computations in each of the years in question, except 
possibly the year 1942. We have no record of having 
had anything to do with the 1942 returns. You will 
notice in all eases except the returns for 1942 where 
T assisted, I signed the returns. 

Q. Is there any law or regulation requiring certi- 
fications if somebody else prepared the return? 

A. The one who prepares the return is required 
to certify that he did so. 

Q. Did you certify the 1942 return? I hand you 
this document. 

A. IL hold the return of Ross B. Hammond for 
1942, and I did not certify to it. 

Q. Will you say whether you had anything to 
do with the preparation of the return? 

A. I did not. 

Q. Did you have any consultation with anyone 
connected with the Hammond organization with 
respect to its preparation ? 

A. Not the final; I had nothing—I had never 
seen this final return until I came into the courtroom. 
As a matter of fact, I was not in the city at the time 
the return was prepared. 

Q. Where were you at the time? 

A. I was in Washington, D. C. 
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Q. When was the first time— Let me ask you 
this: Was there any understanding had at the time 
the partnership was formed as to whether it should 
be made public or not? 

A. It was definitely understood that it was not 
to be made public. 

Q. Do you know what, if anything, was done in 
connection with keeping of the accounts so as to 
refiect the partnership in the year 1942? 

A. Imade no—TI did not give the bookkeeper any 
instructions at all about the accounting, and I made 
no examination of the [403] accounts, since I did 
not prepare the return for 1942. 

@. Did you have anything to do with the prepara- 
tion of the amended 1942 returns for Hammond, 
individually, and the partnership ? 

A. JI did, yes. 

@. I show you these documents and ask you if 
you prepared or assisted in the preparation of the 
1942 amended returns and the 1943 returns? 

A. I assisted in the preparation of the 1943 
return of Ross B. Hammond, the 1943 return of Ross 
B. Hammond Company, the partnership return, and 
also—Well, this is 1944. Oh, yes. 1948; 1943 partner- 
ship return of Ross B. Hammond Company. 

Q. What we have been referring to are the 1942 
amended returns. Were those made in connection 
with or jointly with the 1943 returns? 

A. Yes. 

Mr. Winter: The 1942 amended return of Ross 
B. Hammond ? 

Mr. Bischoff: Yes. 
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Mr. Winter: There is no amended return of Mr. 
Ross B. Hammond for 1942. 

Mr. Bischoff: Q. Mr. Jacob, will you explain 
how the amendment was accomplished and why it 
was done in that way? 

A. As far as the return of Ross B. Hammond is 
concerned, personally, the 1943 return embodies the 
income of 1942. The two years were taken together 
to accomplish the forgiveness or to put [404] into 
effect the forgiveness provision of the Internal Reve- 
nue Act, so one return embodied the computation of 
the tax for both years. 

Q. Was that the prescribed method of determin- 
ing the application of the forgiveness tax? 

A. That is right. 

@. The taxpayer had to recompute 1942 in con- 
nection with 1943? A. That is right. 

Mr. Winter: The taxpayer corporation did not. 

My. Bischoff: The taxpayer to whom the forgive- 
ness tax applied? A. Right. 

@. In making these combined 1942 and 1943 
returns, did you have occasion to examine the first 
1942 return that had been filed ? A. I did. 

Q. What, if anything, did you discover with 
respect to the partnership aspect of the organiza- 
tion? 

A. I discovered that the partnership had not been 
taken into account. 

@. What did you do in connection with the mat- 
ter ? 

A. Well, we prepared an amended return for 
William Hammond and we prepared the 1942 part- 
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nership return to reflect the actual operation, and 
T also instructed the bookkeeper to reverse an entry 
that she had made previously whereby she had 
credited William A. Hammond with a percentage of 
profit which was erroneously [405] determined. The 
computation compares exactly with the compensa- 
tion paid to Petersen, but we made no change in 
the amount because the 25 per cent of the profits 
which was accruable to William after the deduction 
of the percentage of profits paid to Petersen and 
Mason, came within a very few dollars of the amount 
which had already been credited to him, so we made 
no change in the accounts in that connection. It 
seems to me the difference in computation was )be- 
tween twenty and thirty dollars. 

Q. When you became aware of what had hap- 
pened, did you discuss the matter with My. Ham- 
mond ? A. Immediately, I told him about it. 

Q. What was done or what did he instruct you 
to do with respect to it? 

A. He instructed me to correct the record; that 
is, to put the partnership into effect as of the date 
it was organized. 

Mr. Bischoff: You may cross-examine. 


Cross-Examination 
By Mr. Winter: 

Q. Was there any reason for Mr. Hammond to 
sell a 25 per cent interest to his son, other than the 
fact that the percentage which had already been 
deducted, percentage of profits, came within a few 
dollars? Did that have anything to do with the 75- 
25 deal? 
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A. No, not at all. That was the percentage agreed 
upon at the time the agreement was executed. [406] 

Q. When did you say the agreement was exe- 
cuted ? 

A. I say it was executed—that is, it was pre- 
pared prior to February 3rd. 

Q. But you don’t know when it was executed ? 

A. I didn’t say the date. 

@. You were not present? A. No. 

Q. You don’t know whether it was executed until 
the following year, 1943, do you? 

A. No, I don’t, but— 

Q. Was it prepared in your office? 

A. Wesssin. 

@. And the power of attorney was prepared in 
your office ? 

A. I don’t beleve it was. I am not sure, but I 
don’t think the power of attorney was. 

Q. Did you know the power of attorney had been 
given until I showed it to you here in the courtroom ? 

A. Qh, yes, I had a copy of it and [ gave a copy 
to Mr. Williams, but I recall very distinctly with 
respect to that that Mr. Hammond, at the time the 
agreements were sent to him, called me and said 
it would be necessary to have a power of attorney 
under the conditions and, so, it was prepared and I 
don’t know—I don’t recall whether it was in my 
office or not; J rather think it was. 

Q. Do you know whether or not, under a Govern- 
ment contract, they [407] can charge the reasonable 
expenses of a superintendent where one of the super- 
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intendents acts—where one of the partners, I mean, 
acts as a superintendent, on a cost-plus contract? 

Mr. Bischoff: I object, your Honor. It has no 
relation to anything developed on direct examina- 
tion. A. I don’t know. 

My. Bischoff: Just a minute. 

The Court: He has answered he does not know. 

My. Winter: Q. Contracts 210 and 211, you are 
fanuliar with them? There was deducted from those 
contracts the salary paid Mr. Bill Hammond, plus 
the percentage of profits as accrued on the books. 

Mr. Bischoff: Objected to as improper cross- 
examination. 

The Court: What is the point, Mr. Winter? 

Mr. Winter: The point I was trying to bring out 
is that there were other advantages. He now claims 
a partnership existed. Of course, it is our position 
for income tax purposes that there was no advan- 
tage and that Mr. Hammond received a salary, 
having been raised from $4,000 to $7,500 for his 
Services. 

The Court: That might be proper cross-examina- 
tion of the principals but not of the lawyer, it seems 
to me. 

Mr. Winter: Q. Did you advise Mr. Hammond 
that it would be to his tax advantage, or to his advan- 
tage, that Bill Hammond be working on a percentage 
of profits rather than as a partner? 

A. No, sir, I didn’t. [408] 

Q. Of course, you didn’t tell anybody about the 
formation of the partnership, did you? 
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A. Certainly not. 
Mr. Winter: That is all. 


Redirect Examination 


By Mr. Bischoff: 

Q. You told the stenographer to whom you dic- 
tated, I presume? 

Mr. Winter: J don’t know. The Notary Public 
couldn’t find out. She took an acknowledgment. 

The Court: Step down. 


(Witness excused.) 
My. Bischoff: The plaintiff rests, Your Honor. 
(Plaintiff rests.) [409] 


DEFENDANT’S MOTION FOR DISMISSAL 


Mr. Winter: At this time, Your Honor, we 
move to dismiss the complaint on the ground that 
the plaintiff has failed to show his gross income 
or the credits to which he would be entitled to; in 
other words, has failed to show he has overpaid 
his tax during the year in question. 


The Court: Decision is reserved until the end 
of the case. [410] 
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was thereupon produced as a witness on behalf 
of defendant and, being first duly sworn, was 
examined as testified as follows: 
Direct Examination 

By Mr. Winter: 
Just state your full name? 
W. G. Williams. 
Where do you reside? 
Portland, Oregon. 
What is your occupation, Mr. Williams? 
United States Internal Revenue Agent. 
And your post of duty is what? 
Is at Portland, Oregon; Seattle Division, 
stationed at Portland. 

@. Under whom do you work? 

A. §. R. Stockton, Internal Revenue Agent in 
Charge, stationed at Seattle. 

@. How long have you been a Revenue Agent, 
Mr. Williams. 

A. Continuously since February 18, 1922. 


POPOPOPO 


Q. Since 1922? A. Yes, sir. 
Q. Therefore, over a period of approximately 
twenty-six years? A. Approximately. 


Q. During that time have you or have you not 
had occasion to [411] investigate tax liability of 
many, many taxpayers? A. Yes, sir. 

@. And particularly large taxpayers, is that 
right? A. Quite a number, yes. 
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Q. Were you called upon to make an investi- 
gation as to the 1943 tax hability of Ross B. Ham- 
mond? ie 1 was: 

Q. When was that? 

A. 'That was some time early in 1944. I first 
turned my attention to the examination in the lat- 
ter part of July, 1944. 

@. Your report appears to have been dated. 

A. —in the latter part of August, I believe. 

Q@. What? 

A. The latter part of August, I believe. 

Q. August 29, 1944. Was that about when you 
completed your investigation ? A. Yes. 

@. Will you state whether or not you made a 
record of the total full days in time that you put in 
upon the investigation of the plaintiff’s tax ha- 
bility for that period? A. I did. 

Q. How long did you spend in actual days and 
over what period of time? 

A. Twenty-three days over the period, slightly 
more than a month. | 

Q. Slightly more than what? [412] 

A. Shghtly more than a month. 

Q. Would you just tell the Court what you did 
in connection with the investigation? In other 
words, tell the court what you did with respect 
to examining the records and books? 

A. I examined the general ledger, the journal, 
some of the billings, most of the contracts, most 
parts of the contracts, and any vouchers that were 
necessary to examine in substantiation of journal 


entries. 
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Q. In your report you state: ‘‘The lack of 
proper accrual accounting resulted in a distortion 
of profits as between the years included in the 
period of construction.’’ What do you mean by 
that, Mr. Willams? 

Mr. Bischoff: Objected to, Your Honor. It 
speaks for itself. 

The Court: He may answer. Let him interpret 
his report. 

A. The prineipal— 

Mr. Bischoff: Page 5, Your Honor. 

A. The principal error I noted in the accrual 
of the accounts—— 

My. Winter: I didn’t get it. 

A. The principal error noted in the accrual of 
the accounts placed on the books and as used to 
compute the contractual profit on various contracts 
was in the omission of the use of inventories— 
work in process and inventories of stock piles on 
hand at December 31st of 1942 and 19438, for which 
income had not as yet been reported for that par- 
ticular period. [413] 

@. On what basis were the books apparently 
kept? 

A. The accounts were apparently entered on 
the accrual basis, as far as labilities were con- 
cerned. 

@. Yes. 

A. I considered that the income was not en- 
tered on a true and complete accrual basis for the 
reason that some of the billings were entered in 
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the early part of December of either one of the 
years and no income had been entered into the 
books for the period from the date of the billing 
to the end of the year. All the facts had happened 
which would establish the accrual of income, inas- 
much as the billing had progressed—and on which 
the billings were computed—even though the 
amounts might not have been determined exactly 
until some subsequent period. 

Q@. Were you able to find on the books any 
record of the value of the work in progress for 
which no billings had been made at the end of 
the year? A. No, sir. 

Q. Either the years 1941, 1942, 1943 or 1944? 

A. No, sir. 

Q. ‘Were there any records of stock-piled ma- 
terials on hand which had been accrued on the 
books and for which no billings had been made? 

A. No, sir. 

Q. In other words, it was impossible for you— 
Was it or was it not impossible for you to deter- 
mine the true profit on a contract [414] on a per- 
centage-of-completion basis? A. No, sir. 

Q. Completion basis or percentage-of-comple- 
tion basis of reporting on contracts? 

A. No, sit. 

Q. Was it or was it not possible for you to 
determine whether or not the profit income had 
been reported on an accrual basis? 

A. Proper contractual income, you mean? 

i Q. Yes. A. It was not possible. 
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Q. Why do you say it was not possible? 

A. Because I consider in accrual accountine— 
it is general accounting practice that in accrual 
accounting, where expenditures have been made for 
supplies, that only deductions be permitted for 
which income is reflected for that period; that the 
inventory of supphes on hand must modify the 
deduction. 

Q. How was the income for 1938 reported? Was 
that reported on an accrual or percentage-of-com- 
pletion basis of the contract, or how? 

A. The income was determined in accordance 
with the percentage of completion of the contract, 
of the construction. 

@. How were the accounts kept? 

A. The accounts were kept on the books on the 
accrual basis. 

Q. The books were kept on an accrual basis? 

A. The liabilities were entered on the accrual 
basis and the [415] income was entered on the 
billed basis. 

Q. Were the accounts kept on the books from 
1938 through 1944 on the same basis or not? 

A. The accounts were placed in the books on 
the same basis. 

Q. However, as I understand it, the only long- 
term contract that was in existence in 1938 and 
1939 was reported on a percentage of the com- 
pleted contract, on the basis of the percentage of 
the completed contract, is that right? 
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A. That is right. The percentage of completion 
of construction was used to determine the amount 
of income reported in 1938. 

Q. Did that also happen in 1939 with respect to 
the balance, when the contract was completed ? 

A. That is right. 

Q@. Where on the books or the returns is the 
profit to Mr. Petersen and Mr. Mason and the 
profit as reported to Mr. William A. Hammond? 
Where is that reflected in the income tax returns? 

A. For 1942? 

Q. Yes. 

A. That was reflected by Journal Entry 125 in 
the journal. 

Q. Yes. 

A. In other words, the profits of the three were 
charged to three different job accounts. 

Q. You mean by that it was deducted in the 
cost of those contracts and thereby the profit was 
reduced in that proportion ? 

A. That is right. [416] 

Q. And the only profit in that proportion re- 
ported on the return? A. That is right. 

Q. In other words, did or did not the plaintiff 
deduct profit on his contracts for 1942 im the sum 
of $86,635.88, covering the profits accrued to Mr. 
Petersen and Mr. Mason? 

Mr. Bischoff: We renew our objection to that, 
Your Honor, that the Petersen and Mason trans- 
actions are not issues in this case any longer. 

The Court: Admitted on the same basis as be- 
fore. 
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A. JI beheve that is the figure. 

Mr. Winter: Q. The sum of $77,366.37 was 
also omitted but deducted as expenses in the re- 
turn for 1943? 

Mr. Bischoff: The same objection. 

The Court: The same ruling. 

A. That appears to be the figure, as I remem- 
ber it. 

Mr. Winter: $77,366.37? A. Yes. 

Mr. Winter: In order to save time—I am sure 
that those are the total amounts paid Petersen and 
Mason—Do you agree with me, Mr. Jacob? 

Mr. Bischoff: I didn’t get the figures you read 
off. 

Mr. Winter: The books will show and, to save 
time, I am sure those are the figures. 

Mr. Bischoff: Your amended answer sets forth 
the figures. [417] 

Mr. Winter: Well, those are the amounts. 

Q. Mr. Williams, upon the completion of your 
examination, did you or did you not conclude 
whether or not the taxpayer’s books clearly re- 
flected the income for the year 1943? 

A. JI did not. I determined that they did not 
clearly reflect the income. 

Q. Upon what did you base that conclusion ? 

A. Principally on the basis that, regardless of 
whether the contract profit was reported on the ac- 
erual basis or the percentage-of-completion basis, 
the books did not show sufficient information to 
properly compute the contractual profit for any: 
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one of the years included in the term of the con- 
tracts. 

Q. What did you do in your report to rectify 
the situation? Before you answer that, I will strike 
it. 

Just point out to the Court what you have stated 
in your report as distortion of income. 

A. With respect to those contracts? 

Q. Do you understand what I mean? 

A. You mean that I should point out where I 
considered distortions to have occurred? 

Q. Where were they evident from the contracts? 

A. As has been previously pointed out, and as 
I have pointed out in my report, the Troutdale 
Aluminum Plant is the most serious offender in 
this respect. 

The income received and recorded for 1941 was 
$59,775.31 [418] and the profit per books recorded, 
$23,544.42. 

For 1942, income received and recorded was 
$1,036,623.10. A net loss was recorded of $20,786.73. 

For 1943, the net income recorded was $274,- 
431.59; net profit therefrom reported of $93,936.62. 

The profit was so disproportionate as to cause 
me to believe that such disproportion would not be 
caused by the difference in construction as between 
the years. Consequently, I looked further in the 
books and noticed—I noticed this distortion at the 
beginning of my examination. I immediately at- 
tempted to find out why such distortion existed. 
I soon found out there were no inventories taken 
into consideration. 


Ross B. Hammond 443 


(Testimony of W. G. Williams.) 

Q. By ‘“‘inventories’’, you mean stock piles at 
the end of the year? 

A. Stock piles at the end of the year or work 
in process, or the 25 per cent for which they had 
not billed, and I considered that was sufficient in a 
contract of that size to cause considerable dis- 
tortion. 

@. In any of the contracts, is there any relative 
percentage from one year to the other, as far as 
profit is concerned? I mean, do they follow a pat- 
tern or not? 

The Court: Before he answer that, let him am- 
plify the reference which he made to the 25 per 
cent. 

A. When the taxpayer billed the owner for the 
amount of construction completed and for the 
amount of materials and supplies in stock piles, he 
billed for 100 per cent of the contract price [419] 
attributed to the construction and for 75 per cent 
of the contract price—75 per cent of the cost of 
materials in stock piles. 

(Answer read.) 

A. I could amplify that. 

The Court: I wish you would. 

A. I could amplify that by the statement that 
such 75 per cent and 25 per cent pertained to the 
contract entered into with the Defense Plant Cor- 
poration. 

The Court: I don’t follow you. I think you will 
have to give me some figures now in order for me 
to understand all of that. Let us take any month. 


4+ J. W. Maloney vs. 


(Testimony of W. G. Williams.) 

December is the month we have been talking about 
a lot. Let’s take any month. Could you put that in 
figures, what you have just said? 

A. Does Your Honor wish assumed figures ? 

The Court: Yes, round numbers. 

A. We will assume that billings for the con- 
struction in progress, In accordance with the engi- 
neer’s estimates 

The Court: Is this for some one month? 

A. We will take December 31, 1942. 

ihe Court. 70. ix. 

A. Say $200,000. That would be the billing for 
100 per cent of the work performed on the contract 


since the last billing. 

The Court: Since the preceding month, prob- 
ably? 

A. Yes, and the stock piles attached a cost, we 
will say, of [420] $100,000. 

The Court: The stock piles did what? 

A. Thev had a cost attached to them for their 
purchase of $100,000. The billing would be $200,000 
attached to the construction of the contract and 
$75,000 attached to the stock piles. The owner, in 
making payment of this amount, would pay 90 per 
cent of the $200,000. 

The Court: The billing would be $275,000 in 
total. Right? 

A. Yes, sir. The owner, in making payment, 
would pay 90 per cent of the $200,000 or $180,000. 
and the $75,000. 
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The Court: Now, wait a minute. 90 per cent 
of $275,000 is how much? The owner would pay 
90 per cent of the $275,000? 

A. 90 per cent of the $200,000 would be $180,- 
000 paid on the construction. 

The Court: Yes. What happens to this $75,000? 

A. That is paid to the taxpayer by the owner. 

The Court: Is that included in the $200,000? 

A. No. 

Mr. Bischoff: That is in addition. 

A. That is in addition to the $200,000. 

The Court: The owner is to pay 90 per cent of 
the $275,000? 

A. 90 per cent of the $200,000 plus the $75,000. 

The Court: The same thing. 90 per cent of 
$275,000, isn’t it? 

My. Bischoff: No, the $75,000 is paid in full. 
[421] 

The Court: Let him testify. 

Mr. Bischoff: I beg your pardon. 

The Court: I did not mean anything personal. 
Maybe it would be better for Mr. Williams to write 
it out on a piece of paper for me, what happened. 
We will take a few minutes recess. 


(Recess. ) 


Mr. Winter: Q. I think I asked you whether 
or not you were able to take the books and set up 
a true percentage-of-completion method of report- 
ing the income on these contracts. 

The Court: Did you get a copy of that? 
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My. Bischoff: No. 

Mr. Winter: Q. You said you were unable to 
do it because the books and records were not com- 
plete, that there was no record of unfinished work. 

The Court: Take a copy off of that and send 
it back to me. 

Mr. Bischoff: Very well. 

Mr. Winter: Q. Since there was no inventory 
of stock piles or no record kept of the percentage 
of work which was completed but which was not 
billed. A. Yes. 

Q. I will show you what has been marked for 
identification as a part of Exhibit 21. What does 
that appear to be, Mr. Williams? 

A. Estimate of work in progress. 

Q. On the Milwaukie job? On the Milwaukie 
Housing Project? A. That is right. [422] 

Q. What period does it cover? 

A. This estimate covers the period October 14, 
1942, to February 1, 1943. 

Q. Does it show what date it was mailed on? 

A. There is a lead pencil notation ‘‘Mailed Feb- 
Tut yee 

Q. Is that what you had reference to when you 
said a good deal of the work or some of the work 
appeared to be done and the costs incurred in one 
year and no billing made on work at the end of the 
year until the succeeding year? 

A. That is right. 

Q. Did you spot-check through these billings to 
ascertain whether those things 
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A. Correct. I spot-checked through some of 
them where there appeared to be discrepancies. 

Mr. Bischoff: May we have this contract iden- 
tified so we will know what we are talking about? 
Mr. Winter, what contract folder did you take that 
out of ? 

My. Winter: This is from the Milwaukie Hous- 
ing Project. A. Wham isericht. 

Mr. Winter: Contract 207. 

Q. Is that the contract which showed an in- 
come per the books of $7,634.09 and only a cost of 
$577, I think it is, during the year? 

A. I believe it is. 

Q. In other words, over $7,100 income reported 
than in costs in [423] that year. What did you do 
with respect to any adjustment of income because 
of your investigation and the failure of the books 
to record these matters? What method of account- 
ing did you set up to arrive at an adjustment? 

A. I set up a method of accounting which was, 
to some extent, similar to that used in 1938. I took 
the percentage of the profit on the total contract 
to the total sales. 

Mr. Winter: Just a minute. I have another 
copy, if the Court wants to follow the witness. He 
is going to testify from his report. It is much 
easier to see. 

Q. Just explain what you did. Then I am going 
to ask you to go down through each contract and 
show what adjustments were made. 

A. Milwaukie Housing Project, Contract 207. 
I listed first the net profit from the books and the 
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manner in which it was arrived at and as reported 
on the returns. 


OAR ere to is... $ 7,725.91 
Ae a ee 22,630.17 
WA on. 4. sss. ss 7,058.97 
Aw@iovalme: profit of 22a .emae $37,415.05 


Q. That is the total profit on the contract? 

A. Yes, derived from total sales of $289,200.76. 

I made an adjustment in the case of this con- 
tract. Inasmuch as the total construction had been 
100 per cent completed prior to the end of 1942, it 
was quite apparent that the [424] amount of 
$7,634.09 should have been accrued as at the end of 
1942. 

Q. Why do you say it should have been accrued 
at the end of 1942? 

A. J have a notation here ‘‘Accruing 1943 sales 
and costs at 12/31/42. Transfer of income to 1943.’’ 
In other words, I arrived at amended sales as 
follows: 

OO as es $ 36,547.78 
Oe a oo oo oc 252,652.98 


The total is the same as in the 
OfNeReiMstamce, ......... 2 $289,200.76, 
which was not changed. 

Taking the percentage of the total profit to the 
total income, or $37,415.05, divided by $289,200.76, 
we have 12.937397 per cent of the total profit to 
the total sales. 
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Allocating total profit to the years in proportion 
to the yearly income, in order to eliminate the dis- 
tortion, that percentage was applied to the total 
sales in 1941, or $86,547.78, we arrive at an 
amended income for that year of $4,728.33. 

The same operation applied to 1942 resulted in 
$32,686.72, and that comprises the total profit of 
$37,415.05. The profit reported on the return for 
1941, $7,725.91; $22,630.17 for 1942; and $7,058.97 
for 1943 resulted in a total profit, as before noted, 
giving rise to an increase of profit for 1944 of 
$10,056.55, a decrease in profit for 1941 of 
$2,997.58, and a [425] decreased profit in 1943 of 
$7,058.97. 

@. If I understand you correctly, then, the tax- 
payer had 12 per cent profit, approximately 12 per 
cent profit on the contract? 

A. That is right. 

@. In other words, then, you allocated 12 per 
cent profit on the amount of sales in each year? 

A. In ratio to the sales for each year. 

Q. The next contract is 208 and 208-A. T notice 
in your report you say that in the returns, the 
sales, costs and profits were combined and, there- 
fore, you combined them in your report. Is that 
what you did? 

A. ‘‘In the returns, the sales, costs and profits 
from Jobs 208 and 208-A were consolidated for the 
stated reason that the work performed for the 
same agency in both contracts and the labor and 
material costs were not properly allocated to each 
contract.”’ 
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In other words, apparently there was a mix-up 
of supplies purchased for both contracts and not 
perhaps properly allocated to each contract and, 
consequently, both contracts were consolidated and 
handled as if they were one contract for the pur- 
pose of this report. 

Q@. We have been talking about Troutdale a 
great deal. What was the percentage of profit on 
that contract? 

A. Approximately 10 per cent, 10.194192 per 
cent, or a total profit to total sales in that amount, 
and that was allocated to the years in accordance 
with the sales, in ratio to the sales, [426] in the 
same ratio to sales for each year. 

Q. In your original report to which you are 
referring, did you make any adjustments for profits 
deducted on those contracts for the amounts ac- 
crued to Mr. Petersen and Mr. Mason or the son, 
William ? 

A. J made no change for the profits accrued to 
Mr. Mason or Mr. Petersen. 

Q. Were you later requested by the Commis- 
sioner or anyone to make any explanation of the 
report in that regard? 

A. I was. The Commissioner asked a recompu- 
tation of the contracts, based upon the elimination 
of the accruals due to Mr. Mason and Mr. Petersen. 

Q. And you made a report to the Commis- 
sioner ? 

A. Then I recomputed the tax on that basis and. 
forwarded my report to the Commissioner. 
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Q. Will you state to the Court what Exhibit 
29 is? 

A. As I recall, Exhibit 29 is a recomputation 
made for the Commissioner. 

Q. Upon what basis? 

A. Upon the basis of the elimination of the 
accruals to Mr. Mason and Mr. Petersen. 

Q. And accepting your report with respect to 
the other adjustments ? 

ie Phat is right. 

Q. The adjustments of which we are now speak- 
ing? [427] 

A. That is right and by—Well, that is all. 

Q. Referring to page 18 of your report, Job 
209, was any change made in the profit reported on 
that contract and, if not, explain. 

A. Job 209, Bonneville Control House. I have 
a note here: ‘‘The income costs and net profit from 
this contract were consolidated with the figures of 
Jobs 208 and 208-A and the consolidated figures 
reported as Job 208 in the 1942 return. While this 
contract was performed on the site of the Alumi- 
num Plant contract, the contract was executed as 
a separate construction project from Job 208, and 
the profits therefrom are treated herein as separate 
and apart from those derived from Jobs 208 and 
208-A.”’ 

Q. You were able to determine from the books 
the total income in one year, 1942, you say? 

A. The income received and recorded was $42.,- 
858.14. 
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Q. And the profit reported was what? 

A. The profit reported was $6,408.60. 

Q. Did you make any change? 

A. I apparently made no change in that. 

Q. You did, however, in your report, or did you 
not, eliminate from this report the accruals to 
W. A. Hammond ? 

A. I did, with the exception of the $7,500 salary, 
so-called salary, which had been understood by the 
other members. 

@. What recommendation did you make in 
your report, to shorten the matter, as to whether 
or not the partnership did or did not exist for 
income purposes, for Income tax purposes? [428] 

A. I recommended in my report that, for in- 
come tax purposes, the partnership did not exist 
in fact. 

Q. Exhibit 29, that computation, is based upon 
giving effect to the recognition of a partnership? 

A. That gives effect to the recognition of a part- 
nership. 

Q. Of course, if a partnership is not recognized, 
that computation would have to be revised accord- 
ingly? A. Yes. 

Mr. Winter: J might say to Your Honor that 
we did not ask that it be introduced in evidence. 
It was merely identified, because I wanted the com- 
putation to be before the Court so Your Honor can 
see what the effects would be. 

Q. Mr. Williams, when did you first find out 
that a partnership existed or that it was claimed 
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that a partnership existed? I presume it was when 
you received the return? A. I don’t reeall. 

Mr. Bischoff: Just a minute. 

A. I don’t recall whether I was assigned the 
partnership return or not, but I did see the amended 
return or, at least, I saw in the file the amended 
return of William A. Hammond. 

Mr. Winter: Q. Yes. 

A. And I found it out immediately upon com- 
mencing my examination. 

Q. Was there anything in the books and records 
of this corporation or anything that was exhibited 
to you which would indicate the existence of a part- 
nership during the years 1942 and 1943? [429] 

A. Not in the records of the corporation. 

Q. Did you inquire as to whether or not there 
was a capital account of Mr. William Hammond? 

A. I did. 

Q. What were you advised and by whom? 

A. I was advised by Miss Novak that there was 
not a separate capital account for Wilham A. Ham- 
mond. 

Q. You were down there shortly prior to Au- 
gust 29, 1944? A. Yes, sir. 

Mr. Winter: I think you may inquire. 


Cross-Examination 
By Mr. Bischoff: 

Q. When you received instructions or were 
placed in charge of auditing of the 1943 return, was 
that with respect to the determination of the appli- 
cation of the forgiveness tax? 
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A. I don’t recall, Mr. Bischoff. I was given 
the return to examine. I do not recall any partic- 
ular reason why the examination was ordered. 

Q. You had the 1943 return before you, didn’t 
you? A. Yes, sir. 

Q. And from that you saw it was, in effect, a 
combined return for the year 1942 and the year 
1943, which involved the application and computa- 
tation of the forgivenes feature of the Act? 

A. That is right. [480] 

Q. And you, in fact, gave effect to that in your 
computation, according to your determination of 
the income? A. Yes, sir. 

@. So you were concerned, were you not, with 
the application of that forgiveness feature, as it 
is called? A. Yes, sir. 

Q. When you undertook the examination of the 
combined returns—Strike that, please. 

As a matter of fact, all of the taxpayers who 
became applicable or who were affected by the For- 
geiveness Act, passed in 1943, had to recompute 
their 1942 returns in conjunction with their 1943 
returns to make applicable the foregiveness fea- 
ture? A. Yes, sir. 

Q. Now, when you undertook this examination, 
of course, you were aware that the books and re- 
turns of the taxpayer had been audited at least six 
times prior thereto, with respect to the question of 
their method of accounting? 

A. I don’t recall how many times they had been 
audited. 


Ross B. Hammond A455 


(Testimony of W. G. Wilhams.) 

Q. You knew that they had been re-audited a 
number of times? A. Yes, sin. 

Q. You knew they had been re-audited twice 
for the year 1938, didn’t you? 

A. I did not. 

Q. And two reports rendered? 

A. Ido not now reeall how many times they had 
been audited. [431] 

Q. Did you know that they had been or that 
they were re-audited for the year 1939 twice and 
two separate reports rendered? 

A. I don’t remember, sir. It is probably the 
fact. 

Q. And you knew that the same thing happened 
as to the year 1940? A. It might have been. 

Q. You knew that the return had been examin- 
ed at least once for the year 1941, before you re- 
examined the 1941 return? A. Yes, sir. 

Q. Didn’t you have copies of all Revenue 
Agent’s reports before you when you were making 
that examination ? A. Yes, sir. 

Q. You did have them, didn’t you? 

A. Yes, sir. 

Q@. As to those prior reports, including the one 
that was made for the year 1941, there was no chal- 
lenge in any of them, was there, as to the proper 
method of accounting adopted by the taxpayer? 

Mr. Winter: Objected to as incompetent, irrele- 
vant and immaterial. I can’t see the reason for it. 
The fact that they have been audited a hundred 
times would not make any difference. The question 
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is whether or not they properly reflected the income 
involved. 

The Court: What is the point, Mr. Bischoff? 

Mr. Bischoff: We claim that the approval of 
the method of accounting which is implied in the 
reports rendered, because of [4382] the failure to 
challenge the method, either the right to adopt it or 
the accuracy with which it was maintained, and the 
granting of refunds in some years and assessing 
a deficiency in some instances, led us to believe that 
we had the right to establish a certain course of 
accounting by which to conduct our business and 
upon which to account to our associates on a profit- 
sharing basis, and upon which to determine our tax 
liability, and our whole system of accounting was 
influenced by that. 

The Court: Mr. Bischoff, there is very little 
equity in tax law and certainly no estoppel, is 
there? 

Mr. Bischoff: There is law to the effect—I 
can’t state it to Your Honor now. There is law to 
the effect that the consistent use of an approved 
method of accounting operates as an estoppel, even 
as against the Government. I mean as to the sys- 
tem. It might not prevent examination of some par- 
ticular items that were erroneously carried, one 
way or the other, but I am talking now about the 
method employed and the system employed. The 
whole setup of this accounting method was carried 
through with a certain theory, and we had a right 
to do it. The whole picture would have been 
changed,—— 
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The Court: Your whole argument leads back to 
estoppel. The Government says your method of 
bookkeeping did not correctly and truly and prop- 
erly reflect the income. It looks like a clear-cut 
issue to me, no matter how long you had done it 
or why you had done it. [433] 

Mr. Bischoff: Then, Your Honor, asuming for 
the moment that the rule of estoppel applies as 
against the Government in tax matters as it does 
in any other relationship between parties, here is 
what the Government’s course of conduct led to, to 
our disadvantage: We pursued a certain course and 
in pursuing that course there were years in which 
we paid income tax which would be more than we 
would pay, more than we would be obligated to pay 
if we had adopted some other method which they 
now say is correct. We go on in that form consist- 
ently, without regard to the consequences to our- 
selves, for or against us. 

Then we come to a point when the Government, 
recognizing the terrific burden of taxation that 
everyone has been subjected to, in 1943 passed the 
Act granting relief to taxpayers to the extent of 
75 per cent of one year’s taxes between 1942 and 
1943, whichever is low, and then, when they are 
faced with that situation and the taxpayer is about 
to receive the benefits of that Act, according to the 
system which they had approved all along, they 
now say ‘‘You are to be deprived of that because 
you should have used another method of account- 


me.” 
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The Court: My present view is they can take 
that position, if they can establish the method of 
accounting adopted does not properly reflect the 
income. 

Mr. Bischoff: If Your Honor is ruling on this 
question of estoppel—— 

The Court: I am not ruling now. I said that 
was my present [434] view. As you may under- 
stand, 50 per cent of our work probably deals with 
Government cases and I have heard it discussed 
more than ten years now. If there has been some 
development in that field, I would be very inter- 
ested to hear it. 

Mr. Bischoff: I presume Your Honor will want 
authority submitted in due time. 

The Court: Oh, yes. 

Mr. Bischoff: And we will attempt to support 
our version of this matter the best we can. 

The Court: Yes. 

My. Bischoff: Over and above that, Your Honor, 
there are cases in which the courts, without re- 
gard to the doctrine of estoppel, have given that 
fact high significance in determining the current 
opinion of the Commissioner with respect to the 
adaptability of the method is sound or not. To that 
extent, at least, after all, these reports, and the 
basis upon which they were made, are significant 
and relevant. 

The Court: Yes, I can see that. If Mr. Wilhams 
comes along, after half a dozen other people have 
worked on the books, and he finds something wrong 
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with them that they did not find, that tends to 
weaken the value of it. 

Mr. Bischoff: To that extent, at least, that is 
clearly relevant. Whether it operates as an estop- 
pel, we will attempt to support our position by 
authorities. 

Q. I was inquiring as to whether you were 
aware from those [4385] reports which you say you 
had that the method of accounting had never been 
questioned in all these reports up to your first re- 
port for the tax year 1941? 

A. As far as I recall, sir, I was aware of the 
fact, but they were confronted with the same prob- 
lems that I was. 

Q. I am talking now particularly about the 
method of accounting. Are you aware in any in- 
stance in any of these early reports where that 
method was questioned ? A. No, sir. 

Q. So, it is fair to say that whatever criticism 
there is of it originated with you? 

Mr. Winter: If the Court please, we have not 
criticized the method of accounting. We are saying 
the method of accounting, with respect to long- 
term contracts, does not clearly reflect the income. 

Your Honor was inquiring about whether or not 
there is any estoppel in there. I want to read from 
the statute and regulations: ‘‘The net income shall 
be computed upon the taxpayer’s annual account- 
ing period, in accordance with the method regu- 
larly employed in keeping the books of such tax- 
payer, but if no such method of accounting has 
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been employed or if the method employed does not 
clearly reflect the income, the computation shall be 
made in accordance with such method as, in the 
opinion of the Commissioner, does clearly reflect 
the income.”’ 

That is the statute. No matter what method of 
accounting [436] was employed here—I mean, 
method of keeping the books—it does not make any 
difference. The burden is upon the plaintiff to show 
that the method of accounting did properly reflect 
income and not upon the Government to sustain 
the method which was used. 

The Court: Proceed. 

Mr. Bischoff: Q. Mr. Williams, when you made 
the examination of these books over at the office— 
IT presume that is where it was, at the office of Ross 
B. Hammond Company? A. Yes, sir. 

@. You were given whatever records or infor- 
mation you asked for or that you thought neces- 
sary to make a complete examination, whatever you 
wanted ? 

A. Yes, with probably one exception. I asked 
for any records which might reflect the capital ac- 
count of William A. Hammond and [ was told that 
there was no such record. 

T have noticed that you have a little book which 
IT had not seen before this trial in which there is 
a drawing account and to which $37,000 for 1942 is 
eredited to William A. Hammond, which would 
constitute that account—regarded both as his draw- 
ing account and capital account. That is the only 


exception. 
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Q. That is the only exception? A. Yes. 
Q. You were satisfied they were trying, in good 
faith, to cooperate with you in every way? [437] 
A. Yes, as far as I could tell, they were ready 
to cooperate. If I would ask for a record, I even- 
tually received the record. 
Q. Mr. Wilhams, did you ask to see the part- 
nership agreement when you were making the ex- 


amination ? A. Yes, sir. 

Q. Was that exhibited to you? 

A. Yes, sir. 

Q. Did you ask to see the Mason and Petersen 
agreement ? A. Yes. 


Q@. And were they exhibited to you? 

A. Yes, sir. 

Q. When you made the examination as complete 
as you wanted to, did you find in fact any errors 
that you concluded were made, according to your 
version of the transaction, with any design to evade 
any taxation? 

Mr. Winter: Objected to as incimpetent, irre- 
levant and immaterial. The plaintiff is seeking re- 
covery here. No one has said there has been any 
evasion. We have just said for tax purposes this 
so-called secret partnership should not he recog- 
nized? 

The Court: He may answer. 

A. Isaw no attempt to fraudulently evade taxes, 
no. 

Mr. Bischoff: @. Whatever conclusion you 
came to, I take it, then, it was to the effect that 
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some errors were made in the accounting system 
or in the way it was being carried out? [438] 

ya - a 

Q. On your direct examination I understood 
you to say, or to summarize, that the chief defect 
that you found in this method of accounting which 
they followed was the failure to keep what might 
be termed as work-in-progress accounts or inven- 
tory accounts? A. Wesscir 

Q. Am TI stating it fairly? 

A. That is one of the chief defects that I noted. 

Q. But in setting up an inventory account, that 
would presuppose that they did have an inventory 
of which an account should be kept, isn’t that 
right? A. Yes. 

@. If the fact be that they had no inventory 
during any particular accounting period, of course, 
there would be no necessity for maintaining an 
account ? ee «Chat isereiie 

Q. You, of course, have in mind or did have in 
mind, in making the examination, the distinction 
between a mereantile establishment where sales and 
purchases were the profit-producing factor, in 
which inventories and work in progress are neces- 
sary elements, and a contractor’s accounts. Did you 
have that distinction in mind when you made this 
examination, and made your report? 

A. The question of inventories and work in proc- 
ess being kept by a mercantile establishment did 
not occur to me, Mr. Bischoff, [489] because I was 
working with a contractor who is, in a sense, a 
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manufacturer, a manufacturer of building con- 
struction. 

Q. That is just what I want to come to, Mr. 
Wilhams. Were you not proceeding on the theory 
that there was no difference in accounting prin- 
ciples, at any rate for tax purposes, between a con- 
tractor putting up buildings and a merchant who 
is engaged in buying and selling merchandise? Is 
that about correct? 

A. No difference in what way? 

Q@. I am just asking you what your reaction 
was. 

The Court: That is not what he said. He said 
there was no difference between a contractor and 
a manufacturer. 

Mr. Bischoff: Q. Let me restate the question. 
Perhaps I was not very clear in my question. 

In making the examination, did you proceed on 
the assumption that the same accounting principles 
apply to a contractor as apply to a merchant en- 
gaged in buying and selling merchandise? 

A. No, sir, I made no such assumption because 
the mercantile dealer did not occur to my mind. 

Q. Did you go on the assumption that a man 
contracting to build a building is selling and buying 
materials ? 

A. I went on the assumption, sir, that a man 
contracting to build a building is handling his ac- 
counts—should handle his accounts in the same way 
that a manufacturer manufacturing some other 
article. In other words, it is a general accounting 
[440] 


principle 
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Q. When you say ‘‘manufacturer 

Mr. Winter: Let him finish the answer. 

A. It is a general accounting principle that 
when a taxpayer expends money for material and 
supphes that deduction for the cost of those ma- 
terials and supplies is made in the year in which 
the income is attributed. 

The Court: I will tell you what I don’t under- 
stand, Mr. Williams. You use the expression ‘‘ work 
in progress.”’ A. Yes, Your Honor 

The Court: ‘“‘Inventory’”’ and “‘work in pro- 
gress.’’ They are different things, to start with, 


Lal 


aren’t they? 

A. The term ‘‘Inventory,’ 
loosely used in that manner. 

The Court: ‘‘Work in process’’ or ‘‘work in 
progress’’ are the same thing, partially finished? 

A. Yes. 

The Court: ‘‘Inventory’’ is something that has 
been worked into the job—I mean, something that 
has not yet been worked into the job in any respect. 

A. Yes. I was merely using the loosely-con- 
strued term ‘‘inventory’’ as inventory or work in 
progress; in other words, summarizing, all the costs 
of the labor going into the work in progress and 
all the materials that have gone into the work in 
progress. 

The Court: I don’t want to get at it that way. 
I want to take ‘‘inventory’’ the same as these piles 
of sand and gravel we [441] see along the highway, 
to be used in the future some time. That is the in- 


> Your Honor, is 
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ventory I am thinking of. Work in progress, of 
course, 18 something that I can see, for instance, 
right across the street here, where these men are 
putting up some sheetmetal work. When they quit 
tonight, they are going to be partway through with 
what they are doing. They are going to have half 
of it or two-thirds of it, whatever the percentage 
is, completed. For the purpose of the question I am 
going to ask you, I am talking about ‘‘work in 
progress’? in that way. Do you understand? 

A. Yes. 

The Court: Now, the system that these people 
used, that all was taken into account, wasn’t it? 
In the system that they used, that was all taken 
into account? 

A. It was taken into account up to the time 
that they were billed. 

The Court: Up to the point where the engi- 


neers 

A. —made their estimate. Yes, from the time 
the engnieers made their estimates. If it were De- 
ecember 15th, until the end of the year there would 
be a great deal of labor and materials and supplies 
gone into the work in progress which was not ac- 
counted for as at the end of the year. 

The Court: You draw it that fine, do you? 

A. Yes, because that amounts to a considerable 
figure, especially if the last billing were from one 
to two or three months old at the end of the year. 
[442] 

The Court: You are thinking about the fifteen 
days to the end of the year? 
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A. Yes, sir, or one. 

Mr. Bischoff: Q. Now, Mr. Williams, when the 
engineer certifies that a certain type of work, that 
is, Some particular item of work, had been com- 
pleted to the point where it can be paid for, he de- 
ducts 10 per cent, we will say, for retained per- 
centage. Did you treat that 10 per cent as work 
in progress that is unpaid for, or did you treat the 
whole of the work as certified as completed work? 

A. The whole as completed work, and it was 
so treated by the taxpayer. A certain portion of 
it, 90 per cent, was received and accrued as in- 
come and 10 per cent was set up as retained per- 
centage, and accrued to profit and loss in the tax- 
payer’s books. 

@. The retention of a percentage, 10, 15 or 20, 
whatever it happens to be, is no indication that 
that particular work was not completed. It merely 
means the owner saw fit to retain some money as 
security out of some completed items. That is cor- 
rect, isn’t it? A. Yes, sir. 

Q. If, in fact, there was at no time any work 
in progress in the true sense of the word, certainly 
there would be no need for maintainmeg an account 
for that purpose. 

Mr. Winter: Objected to, Your Honor, that it 
assumes a fact [443] that has not been proven here. 

Mi. Bischoff: A hypothetical question. 

Mr. Winter: No records are here before the 
Court; no records were kept of work in progress 
or materials on hand. There isn’t a single bit of 
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evidence, a single scintilla of evidence, and it is 
undisputed that no record was kept of it. We have 
no way of knowing what it was from the books and 
records. 

Mr. Bischoff: Of course, if there was no work 
in progress at any time, there would be no oc- 
casion for keeping entries pertaining to it. 

The Court: I don’t take it that Mr. Williams 
claims to know whether there was or not. 

Mr. Bischoff: I asked him hypothetically if 
there was; then we want to go to the next step to 
determine whether there were any such items that 
should have been recorded. We can only take this 
a step at a time, Your Honor. 

Q. I will ask you again: If there were no work 
in progress in fact, there would be no need for set- 
ting up any account for that purpose, would there? 

A. No, sir. 

Q. Both with respect to inventories in the true 
sense, and work in progress. Did you make any 
effort to ascertain whether, at any given time, there 
was in fact any inventory that should have been 
recorded, any traditional inventory ? 

Mr. Winter: We submit, Your Honor, the ques- 
tions answers [444] itself. He did not make an 
investigation until 1944, and clearly it seems to me 
it is argumentative. 

The Court: How can he make a report based 
on the failure to keep inventories and an account 
of work in progress unless, in fact, there were in- 
ventories and work in progress? He can’t just con- 
elude there were. 
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Mr. Winter: It is self-evident from the billings 
they were being billed on a percentage of com- 
pletion. As they completed a unit, they were en- 
titled to bill for it, they became entitled to bill for 
that unit. It stands to reason that exactly at mid- 
night December 31st there must have been a con- 
siderable amount of work in progress. 

Mr. Bischoff: That is an assumption. Because 
a building is nearly two-thirds completed does not 
mean that they had a lot of materials on hand for 
the purpose of completing it. 

The Court: Let’s go ahead and try to get 
through. The question is: Do you know whether, 
in fact, there were inventories or work in progress? 

A. J didn’t know for a fact. 

The Court: I will have to ask you one more 
question now. You did not try to set up what you 
think they should have done by way of inventories 
and work in progress, because you had no informa- 
tion available to you? A. No. 

The Court: You just adopted your formula here 
by distributing [445] profits and distributing— 
What did you distribute? You distributed the in- 
come in the same proportion as expenses, wasn’t 
that it? 

Mr. Winter: No, he didn’t. 

A. Profits distributed in the same _ propor- 


tion 
The Court: —as income? 
A. —as sales bore to the total. 


The Court: The sales? Total sales? 
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A. Yes. 

The Court: All right. Was that the formula you 
applied to correct the situation? The formula you 
applied grew largely out of the failure to handle in- 
ventories and work in progress ? 

A. I might state—I don’t know whether it is 
relevant here or not. 

The Court: Anvthing is relevant that you want 
to say, Mr. Williams. 

A. But I have handled some millions of dollars 
worth of construction contracts during this period 
and in not one of them have I found a contractor 
who did not have work in progress or stock piles 
on hand. In fact, some contractors spent a great 
deal of money in creating large stock piles because 
stock was difficult to get, materials were difficult 
to secure, and they spent a great deal of time—one 
contractor had a number of men out continually 
looking for his materials and shipping them to the 
site of construction as fast as they could secure 
them. It [446] seems inconceivable that one con- 


tractor 

The Court: That is why we had allocations, to 
stop the race between people for materials, but 
there has been testimony here—you have heard it 
—that in some. years of their operation these people 
did not have any substantial amount of inventory 
on hand at the end of any one year. 

A. Yes, sir. 

Mr. Bischoff: Q. In that connection, during 
the war years, a contractor performing Govern- 
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ment contracts had a right-of-way for materials 
for that purpose, didn’t he? 

A. That could be answered better by Mr. Ham- 
mond. 

Q. You have told us you have a great deal of 
experience with contractors. Don’t you know that 
to be a fact? 

The Court: Had priority. 

Mr. Bischoff: Q. Mr. Williams, whatever sys- 
tem you found there of books, whatever you de- 
nominate it, it is true, is it not, that it was con- 
sistently carried on in the same way from 1939 to 
1944, inclusive? IT am talking about the method. 

A. It depends, sir, upon what we term the 
method employed. In connection with contracts in 
the earlier years, prior to 1941, you did not have the 
same problems that existed after 1941. The prob- 
lems were much greater in these later years. You 
were dealing with a much greater amount of ma- 
terials than in the earlier years. 

Mr. Bischoff: Q. I am afraid you didn’t un- 
derstand my question [447] 

The Court: J am going to interrupt you now. 
Where did you get this formula that you applied, 
the percentage of profit to income? 

A. In the first place, it was applied by the tax- 
payer in his 1938 and 1939 returns. 

My. Bischoff: Which we deny. 

The Court: All right. That is the first step. 

A. And it seems to be the only method in which 
profits could have been distributed evenly through- 
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out the period. No other method suggested itself 
because it would have been impossible to correct 
any discrepancies in accounting which were not 
represented by figures in the books. 

The Court: Let us say Mr. Hammond made 
$250,000 under a contract that was spread over 
twenty-five months. Let us say he made $240,000— 
$250,000 under a contract spread over an even two 
years. Do you understand? A. Yes. 

The Court: Why didn’t you just split it $125,- 
000 one year and $125,000 in the other and make it 
come out even? 

A. Because, sir, it depends entirely—in some 
years there were a million dollars receipts; in other 
years there were only, say forty-two thousand. Con- 
sequently, the income was allocated in accordance 
with the figures—— 

The Court: You wanted to find the proportion 
to income? [448] 

A. Yes. In other words, distribute the expense 
more evenly in proportion to the income. 

Mr. Bischoff: Q. Mr. Williams, what I was 
trying to find out, not in very great detail—I am 
talking about the method of accounting, these ac- 
counts that were set up, including the absence of an 
inventory or work-in-progress account. Wasn’t that 
general system uniform or consistent from 1939 
to 1944? 

A. Yes, sir. The accounts were on the accrual 
basis, the income, and the habilities were accrued 
on the books as at the end of the year. 


472, J. W. Maloney vs. 


(Testimony of W. G. Williams.) 

Q. Throughout your testimony, in discussing 
these computations that you made, you talked of 
sales. Did you treat, for the purpose of your anal- 
ysis, the performance of these contracts as sales? 

A. It is immaterial what you term them. 

Q. I just want to know whether you did treat 
them as sales? 

A. In my report I think you will find that it is 
not treated as sales. 

Q. In your testimony 

A. Treated as income. 

Q. In your testimony you spoke of them as 
sales. Do you want to change your testimony now? 

A. Well, if it suits the situation best. It is im- 
material to me what you term it. It is income re- 
ceived from the contracts. 

@. It is not necessary to please me. I am trying 
to get the [449] facts. In testifying about these 
things, you referred to them as sales. I want to 
know if that is the sense in which you construe 
this operation ? 

A. No, sir, it is not strictly a sale. It is con- 
tractual income. 

@. Did you put them in the same category as 
a manufacturer of merchandise ? 

A. As far as the nature of his operation is con- 
cerned, he is manufacturing a building, manufac- 
turing a road, manufacturing other things; he is 


constructing them. 

Q. Did you apply to him the same principles of 
accounting as would be applied to a manufacturer 
manufacturing merchandise? 
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A. ‘To the extent in such cases it is necessary 
to set up prepaid expenses, modifying deductions. 

Q. In other words, you applied to him the for- 
mula that is provided for in Section 42.4(a) Regu- 
lation 111, didn’t you? 

I will read it to you so you will have it in mind: 
‘‘Gross income derived from such contracts may be 
reported upon the basis of percentage of comple- 
tion. In such cases there should accompany the re- 
turn certificates of architects or engineers showing 
the percentage of completion during the taxable 
year of the entire work to be performed under the 
contract. There should be deducted from such gross 
mcome all expenditures made during the taxable 
year on account of the contract, account being 
taken of the material and supplies on hand at the 
beginning [450] of the taxable pemod for use in 
connection with the work under the contract but 


not yet so apphed.’’ A. Yes. 
Q. Is that the formula you applied to the tax- 
payer in this case? A. Yes. 


Q. In other words, you applied a formula 
which the regulations Hmit to one keeping his 
accounts and reporting on a_percentage-of-com- 
pletion basis, didn’t you? 

A. No. The regulation doesn’t limit it to that 
particular form of accounting. 

Q. Is there anything in the regulation 

Mr. Winter: Let him finish. 

A. —that states it is so lLmited? 

Mr. Bischoff: Q. Will you point out anything 
in this section, Section 42.4(a) and 42.4(b) which 
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authorizes the application of this formula that I 
just read to a contractor on the accrual basis? 

A. No, siv, there is nothing in these sections 
which have any mention of a contract reported on 
the accrual basis. 

Q. That is what I want to get at. 

A. There is nothing in there mentioning that. 

Q. But, nevertheless, you applied to this tax- 
payer here the formula as outlined in this Section 
42.4(a), didn’t you? A. Yes. 

Q. One other thing I want to ask you about. 

The Court: How did he apply that formula? 

Mr. Bischoff: He appled it by reason of the 
fact that he insisted here that we should have had 
inventories and work-in-progress accounts. 

The Court: The formula he applied was the 
per cent of total profits to total income, isn’t it? 
That is the formula he applied, isn’t it? 

Mr. Bischoff: But he did that by rejecting our 
method of accounting because, as he insists, we 
did not maintain two accounts 

The Court: All right, but we are not trying 
his reasons. We are trying what he did. 

Mr Bischoff: But he says our system should be 
thrown out. 

The Court: We are not trying the reasons why 
he did that. We are trying what he did. What he 
did was to apply the percentage of total profits 
to total income. 

My. Bischoff: The point I am making now is 
that we adopted a certain system. He says we had 
no right to adopt it. 
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The Court: That it did not reflect the income. 

Mr. Bischoff: And it did not reflect the in- 
come because we did not use this formula that he 
says is applicable and, therefore, our system is 
thrown out the window and he creates a new one. 

The Court: His reasons could be bad, like any 
other situation, but the result, nevertheless, would 
be the same. [452] 

Mr. Bischoff: Under the Revenue Act we had 
the election to select any method of accounting 
that we desired, subject only to the limitation that 
the one we select clearly reflects the income. The 
Commissioner cannot impose upon us a system 
that he wants to select for us. Now he undertakes 
to throw out our system and substitute another, 
whatever it may be, and it must be for a valid, 
legal reason, so his reasons are important. 

Q. Mr. Wiliams, in analyzing our accounting 
system, you determined and rejected it as the 
correct method, among other things, because it 
could not clearly reflect the income in a given year. 
That is correct, isn’t it? A. Yes. 

Q. If it be the law that the term as used several 
places in the statute ‘‘clearly reflect the income”’ 
relates to the period of times or years during which 
a particular contract is being performed, then your 
eriticism of our system would not apply, would it? 

My. Winter: We will object to that as argu- 
mentative, Your Honor. It is certainly assuming 
something that has not been established. 

The Court: That is the whole basis of the argu- 
ment. Answer, if you can, Mr. Williams. 
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A. If I saw a case in which income had been 
bandied around ten years, and without any thought 
as to how much income had to be reported in any 
one year, I would say that those returns were [453] 
prepared on an erroneous basis, that each year 
stands on its own feet, and that the income is to 
be considered consistent only by reason of allocat- 
ing it to given periods, and not over a period of 
years. 

It might happen you would have a period of 
ten years in a contract and, according to your 
theory, for the first five, six, seven or eight years 
of that contract, during high tax years, there would 
be but very little income and then in the tenth 
year, when the income tax would drop down, you 
would then be permitted to report all of your in- 
come that way. Or, we could perhaps substitute 
five years for ten. It is not logical. 

The Court: Suppose the income tax had gone 
up each year? 

A. That is why I substituted five years for ten. 
If it were done in the fifth year, in the middle of 
the period, the taxpayer could then report in that 
one year all the income, in that one year when the 
tax was down, and then, according to his own 
fancy, distribute it. It is not logical, Mr. Bischoff. 

Mr. Bischoff: Q. My. Williams, in making 
these audits or examinations—I don’t know what 
you call them, technically—as an agent of the 
Treasury Department or Internal Revenue Bu- 
reau, you do not examine these on a purely scien- 
tific accounting basis, for the purpose of applying 
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purely scientific accounting methods. You applied 
it to see whether it was in accordance with the re- 
quirements of the Internal Revenue Act? 

A. Yes, sir. [454] 

@. In other words, the law influenced your ap- 
praisal of the situation ? A. Yes. 

The Court: Is this formula applied a true per- 
centage-of-completion formula ? 

Mr. Bischoff: No, your Honor, it is on a com- 
pleted-contract basis. I can demonstrate it to your 
Honor right now. 

Mr. Winter: No, it is not on a completed-con- 
tract basis. The percentage-of-completion basis 
would be if they kept the accounts in the way pre- 
scribed. The percentage-of-completion basis re- 
qtures the taxpayer, as I read to your Honor, to do 
certain things. ‘‘There should be deducted from 
such gross income all expenditures made during the 
taxable year on account of the contract, account 
being taken of the materials and supplies on hand 
at the beginning of the taxable year for use in con- 
nection with the work under the contract but not 
yet so appled.’’ 

Tf they had a million dollars in material on hand 
that is going to be applied the next year, they can- 
not accrue that million dollars. 

The Court: Do any of the contractors use this 
method you applied in making report of income 
tax ? 

A. Yes, they have done so, your Honor. 

The Court: Of their own device? 

A. Yes. 
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The Court: Percentage of profit to income? 

A. They take the estimated portion of the total 
contract and the estimated profit in the total con- 
tract and apply to that estimated total profit the 
percentage of completion of the contract and get 
the amount which is reportable in that year. 

The Court: You just dragged another element 
in there. You just answered me, percentage of com- 
pletion; that is percentage of profit to income each 
year? 

A. The income as reported in each year is based 
upon the percentage of the completion of the con- 
tract. 

The Court: Then this formula, you say, is a 
percentage-of-completion formula ? 

A. I could raise the same question that has been 
raised before. I could say this, that the profit of a 
particular contract is reportable in the year in ac- 
cordance with the percentage of completion of con- 
struction, which would place it in a little different 
category than naming a percentage-of-completion 
theory as defined in the regulations. 

The Court: Percentage of completion and per- 
centage of income are not the same thing? 

A. No, sir, not necessarily. They arise the same 


way. 
The Court: The income is what the engineer 
will allow you to bill for? A. Yes, sir. 
The Commrercn tit ? A. Yes. [456] 


The Court: You are saying that more income 
should have been shown in the books perhaps than 
the engineer would allow them to bill? 


Ross B. Hammond 479 


(Testimony of W. G. Williams.) 

A. No, sir. I am using exactly the same income 
that the engineer has allowed to be billed. 

The Court: You say that these people should 
have shown more income in certain years because 
they had inventories and work in progress, as you 
call it, A. Net profit, your Honor. 

The Court: What? 

A. More net profit. IT have not changed the in- 
come, vour Honor, that they have reported in each 
year. 

The Court: You say they should have shown 
$100,000, at the end of a given year, in inventory— 
we will use round figures—on a certain job. They 
have either bought and paid for it or been billed for 
it and have to pay for it. A. Yes. 

The Court: And you say, further, that they 
have certain work in progress. Didn’t you say that? 

A. Yes, if it is work in progress. I maintain 
that deductions must be allowable in the years for 
which the income is reported. 

The Court: We will say these people did get 
$100,000 in sand and gravel; they don’t buy their 
conerete, we will assume, from Readymix. They 
have got $100,000 in sand and gravel out here in a 
pile and they pay for it and that shows as expense 


for [457] that year. A. That is right. 
The Court: That cuts the tax down. 
me, Ves: 


The Court: Because they have got $100,000 in- 
vested there. Now, you say that they should have 
put that $100,000 on the other side, too. 
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A. Yes, sir, I say that $100,000, if it has not 
been used and if it has not been billed for, then that 
part of the $100,000 worth of inventory modifies 
the deduction by that amount. 

The Court: Would you show it as income? 

A. LI would show it as a reduction of expense. 

The Court: Comes to the same thing. 

A. Yes. 

The Court: You call it modified, though. 

A. Reduced, in other words. 

The Court: Reduced? That is not a percentage- 
of-completion job? 

A. No, sir, but I have applied the profit in ac- 
cordance with the income reported in each year, 
and the income reported in each year has been 
established by means of taking the inventory on 
the job completed to that job. 

The Court: I do not say you are not right in 
what you have done. That is what I have got to de- 
cide at the end of the case. But what I think you 
have done is: You found a very lop-sided [458] sit- 
uation and you took a formula of your own to level 
it off. It does not seem to me, from what I have 
heard, that you took a percentage-of-completion for- 


mula to level it off. A. No, sir. 
The Court: You didn’t, did you? 
A. No, sir. 


Q. (My. Bischoff): Mr. Williams, taking your 
analysis of these figures that you set up—the first 
contract, I assume, is illustrative of the rest of 
them. Is that a fair statement ? 
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A. J was rattlmg my papers. I am sorry. I 
didn’t hear. 

Q. The formula you employed in Contract 207, 


the first one on this list A. Yes. 
Q. is substantially the same as you applied 
to the others? A. It is, yes. 


@. Very well. In the first line we have ‘‘ Income 
Per Books’’ for the three years, 1941, 1942 and 
1943. These are our figures as to income that we re- 
ported, is that correct? A. That is correct. 

Q. You have them in the amounts we reported 
in the various years and you also have a total for 
the three years, do you not? A. Yes. 

Q. The next thing you noted here were the 
costs as we reported them, and you broke them 
down into labor and material, but the total is given 
for each year as they appear on our books and 
as [459] we reported them. That is correct? 

A. Yes. 

Q. Then we have a balanced account for the 
total of the three years? A. Yes. 

Q. Now, then, you show also what the net profits 
were according to the books, the profits by vear 


for those three years? A. Yes. 
Q. And then you show the total of the profit 
for the three years? Ae Yes, sir, 


Q. For the purpose of your computation you 
adopted the figures that appeared on our books 
to arrive at the amount of income for each year, 
didn’t you? AL Yestesir: 

Q. You adopted our figures of the profits as 
reported in each of those years on our books? 
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ees Ves sir. 

@. Then you took the profit we reported, as we 
reported it, and you divided it into the income, as 
we reported it, and arrived at the percentage of 
profit which you ultimately used in your computa- 
tion, didn’t you? A. Yes. 

Q. By that process you concluded that the profit 
in those vears was 12.93 and some other figures? 

me es, sin. 

Q. Then you took that ratio of profit and ap- 
pled it to each year’s income as we reported it, 
didn’t you? A. Yes. 

Q. That is the ultimate figure you arrived at 
here? A. Yes. 

Q. For the purpose of computing your income? 

A. Yes, with that small exception of $7,000 plus. 

Q. So, when you took the gross income as we 
reported it and arrived at the total amount in order 
to get the percentage, you applied the completed- 
contract method, didn’t you? A. No. 

Q. For that purpose? A, Ne 

Q. Didn’t you take the total as it was ascer- 
tained at the completion of all those contracts in 
these three years and use that for the purpose of 
dividing by the total of all costs for those three 
years? Didn’t you? A. That is right. 

Q. Well, isn’t that information that is ascertain- 
able only upon completion of all work? 

A, ‘Thatwssuient. 

@. So, to that extent, at least,—— 

A. That is not 
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Mr. Winter: Let him finish his answer. [461] 

A. That is not a completed-contract basis. The 
completed-contract basis 1s where you report all 
the profits in one year, which I didn’t do. 

Q. (By Mr. Bischoff): You took the informa- 
tion available at the end of the contract in ascer- 
taining how much profit there was, didn’t you? 

A. Yes. 

Q. You took that for two purposes: To arrive 
at the ratio or percentage which would apply to 
that year and you took it for the purpose of de- 
termining the amount of income which would be 
applied in that year, by multiplying the income, as 
we reported it, by your ratio which you ascer- 
tained ? A. Yes. 

Q. Wasn’t that combination the application of 
a hybrid principle, adopting a completed method 
for the purpose of arriving at the total cost, for 
the purpose of arriving at the total income and for 
the purpose of arriving at a total ratio of profit? 
Wasn’t that, to that extent at least, a completed- 
contract basis? 

A. Its allocation of the completed figures to the 
various years contained in the contract, yes. 

Q. Of course, without waiting for the full three 
years to expire you could not have arrived at that 
formula ? A. No, sir, not accurately. 

Q. If you had done that, you would then take 
our income as we reported it and allow us to de- 
duct only that fraction of it which [462] you com- 
pute by vour other ratio? A. Yes, sir. 
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@. And to that extent you were attempting to 
apply, in part at least, the percentage-of-completion 
basis, or percentage-of-income basis, which would 
be the more accurate ? 

A. It was determined that way, yes, sir. 

Q. Let me read to you from a section of the 
Internal Revenue Act which deals with the com- 
pleted contract basis, Section 42.4(b). 

Mr. Winter: I think education is very en- 
lightening but I object to reading from a statute to 
a witness. He is not a lawyer. That is a matter of 
law. 

My. Bischoff: You used this in examining him. 

@. ‘‘Gross Income may be reported for the 
taxable year in which the contract is finally com- 
pleted and accepted if the taxpayer elects as a con- 
sistent practice so to treat such income, provided 
such method clearly reflects the net income. If this 
method is adopted, there should be deducted from 
gross income all expenditures during the life of the 
contract which are properly allocated thereto, tak- 
ing into consideration any material and supplies 
charged to the work under the contract but remain- 
me on hand at the time of completion.”’ 

Of course, you had this regulation in mind in 
making your examination, didn’t you? 

A. I know about that regulation, yes, but it did 
not apply to this case. [463] 

Q. Therefore, you couldn’t apply the completed- 
contract method in this case, could you? 

A. No, sir, I didn’t. 
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Q. For the obvious reason that you would have 
to eliminate, in all intervening years, all items of 
income and all items of expense pertaining to the 
contract, reported for the years 1941, 1942 and 
1943; you would have to forget about the expenses 
of the contract until you got to the completion, is 
that correct? A. That is correct. 

Q. You would have to defer all items? 

Eee VES. 

Q. We did not attempt to do that here, did we? 

A. No, sir. 

Q. With all this in mind, will you please tell the 
Court which of the four methods of accounting 
which the regulations make optional or authorized, 
was used; that is to say, whether it was cash or ac- 
erual, percentage-of-completion or completed-con- 
tract basis? Which of these do you now claim was 
used by the taxpayer in maintainime his books? 

A. I didn’t use, strictly, either one of them. 

Q. Could you 

Mr. Winter: Just let him answer. 

Mr. Bischoff: All right. 

A. I used the one which was described in Sec- 
tion 41 of the Act. [464] 

Q. (Mr. Bischoff): I did not ask you what 
method you used. | asked you what method do you 
now clain the taxpayer used in maintaining his 
books and making his reports ? 

A. May I have a copy of my report, Mr. Win- 
en". 

Mr. Winter: Yes. 
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Mr. Bischoff: Can’t you answer my question 
from your present knowledge of the case? 

A. I will answer you what is in the record, sir. 
I stated ‘“‘It would be extremely difficult at this 
time to place the taxpayer’s accounts upon a true 
accrual basis or to determine the per cent of com- 
pletion of the total of any contract at the close of 
any of the years under examination.”’ 

Jn other words, the taxpayer, I do not consider, 
used either a true accrual method, nor did he use 
a percentage-of-completion basis. The taxpayer, 
therefore, did not use strictly either one of the 
authorized bases. 

Q@. All right. Will you tell me now which of 
these four methods you used in making these com- 
putations ? 

Mr. Winter: Object to that question. He said 
he didn’t use any. 

Mr. Bischoff: I didn’t ask you. I asked the wit- 
ness. 

My. Winter: He said he didn’t use any of them. 

The Court: Answer. 

A. J used, strictly, neither one. 

@. (Mz. Bischoff): In other words, you used 
a hybrid method, [465] then, didn’t you? 

A. A hybrid method, stv, means a combination 
of any one of the two or the four. I used the 
method which is deseribed in Section 41 which 
states that the Commissioner can set up a method 
which, in his opinion, best reports the income. 

@. Well, is it correct to say, then, that you ig- 
nored all the four methods which I have enumer- 
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ated and adopted a method of your own? Is that 
what you now want to say? 

mee lt might be said that way, yes, sir. 

Q. Mr. Winter read to the Court an alleged 
contractual provision with regard to the method of 
payment in which there was a 10-per-cent retained- 
percentage provision and a 25-per-cent deduction 
for materials on hand. I want to ask you: From 
what contract was that taken? I want to identify 
the contract from which that provision was quoted? 

A. It was taken from one of the contract blanks 
of the Defense Plant Corporation. That is simply 
a sample copy. 

Mr. Bischoff: You had a sample copy of a con- 
tract that you thought was uniformly used and 
that is what you read from? 

Mr. Winter: It is a printed form, a copy of De- 
fense Plant Corporation form of contract. It is 
Form No. DPC58. 

Q. (Mr. Bischoff): You did not read that from 
any contract that was entered into with the plain- 
tiff in this case, did you? A. No. 

Q. Do you know whether the plaintiff had any 
contract with any [466] agency or anybody, any 
transaction involved here, in which that method of 
payment was provided for in the contract? 

A. I ean only speak from recollection. It has 
been three and a half years since J made this exam- 
ination and since I examined the contracts. It is 
my recollection that he entered into several of those 
contracts which provided that the stock piles shall 
be paid—I believe one of them was 95 per cent, 90 
per cent, and others were of varying ratio. 
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@. You made work sheets, didn’t you, when you 
were making this examination ? A. Yes, sit. 

Q. Didn’t you make notations of those instances 
in which there were 25-per-cent material deduc- 
tions to be made? 

A. I didn’t go through and make details of all 
the contracts, no, sir. 

Q. Are you prepared to say now that there is 
anv contract in which there is a 25-per-cent pro- 
vision such as was read from? 

A. JI am prepared to say it is my recollection 
there were. 

Q. Do you know which ones they were? 

Mr. Winter: The contracts are the best evi- 
dence. 

Mx. Bischoff: You have represented to the Court 
here that all of the contracts were upon that basis. 

Mr. Winter: There are enough. 

Mr. Bischoff: I want to know where you got 
that. We deny that, your Honor. [467] 

Mr. Winter: ‘There are enough. 

My. Bischoff: I am going, your Honor, to sub- 
mit to your Honor a sample of every contract that 
is in evidence here, as to what the payment pro- 
visions are. We want to know why they refuse to 
tell the Court 

Mr. Winter: Have you got any more questions 
of the witness? 

Mr. Bischoff: Yes, I have got lots of questions 
to ask him. 

The Court: Does that have something to do with 
Mx. Williams’ opening statement when I asked him 
to make me a memorandum? 
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Mr. Bischoff: Yes, your Honor, in that very 
connection. Of course, if that situation does not 
exist, the hypothesis we have been talking about is 
of no interest. 

The Court: I was not clear at all how Mr. Wil- 
hams applied that to the case. 

Mr. Bischoff: JI intend to question him about 
the application of that method here, your Honor. 

The Court: You do not need to talk about it if 
the contracts do not have any such a provision. The 
sheet which he prepared and gave me showed pay- 
ment in full for materials; showed 10 per cent re- 
tained for work in construction and showed pay- 
ment in full—I made a misstatement. 75 per cent. 

Mr. Bischoff: Yes. 

The Court: What did he claim for that? What 
do vou understand he claims? 

Mr. Bischoff: I don’t know yet what he claims 
for that, vour [468] Honor. I am going to ask him 
a question to find out what significance that has as 
far as the accrual of income is concerned. That is 
what I intend to ask. 

The Court: Yon don’t need to, if you think 
they haven’t any such a contract. 

Mr. Bischoff: I want to make that statement to 
vour Honor, however, for the present, qualifiedly. T 
want to be sure. I want to verify these contracts to 
be sure about that. We attempted to do that during: 
the recess and we were unable to complete it. I am 
going to ask permission of the Court to take out of 
the courtroom these contracts for the purpose of 
making that examination. 
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The Court: Ask Mr. Willams about this little 
sheet he made up, a copy of which you have. I will 
give him this one. Ask him what he claims for that. 
I didn’t get it. 

Q. (Mr. Bischoff): Mr. Wilhams, under this 
hypothetical situation embodied in these figures that 
you gave to the Court, in which we assume a billing 
of $200,000 and materials of $100,000, we received 
actually 90 per cent of the $200,000 which represents 
work completed, and 75 per cent of $75,000 of the 
materials on hand. Is it your contention 

The Court: Ask him what his contention is. 

Q. (Mr. Bischoff): What is the significance of 
that accounting method ? 

A. It is my recollection that 10 per cent re- 
tained in work under [469] construction was 
charged on the books and eredited to profit and 
loss at the end of the year and $200,000 was prop- 
erly accrued on the books. 

Q. To that extent, it was correctly carried on 
the books? A. Yes. 

Q. With respect to the materials mentioned in 
the hypothetical question, of which there was $100,- 
000 on hand and only 75 per cent was allowable 

A. My contention is, sir, that $75,000 of the 
$100,000 in stock piles is covered by income reported 
under that particular billing but that 25 per cent, 
which was not covered, has been left dangling in 
the air. That 1s my recollection as to how the mat- 
ter happened. 

Q. Assuming that this $100,000 worth of ma- 
terials was on hand and they billed $100,000 but 
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they paid $75,000: What, according to your exam- 
ination of the books, did the taxpayer do in a situa- 
tion of that kind? Did the taxpayer accrue the 25 
per cent additional, or didn’t he? 

A. My recollection is that they did not. 

Q@. You speak about recollection. Have you any 
papers or memoranda that will enable you to make 
a correct statement, that is, a definite statement? 

A. I doubt if I have anything bearing on the 25 
per cent, no sir. When I saw that the accruals were 
not correct, there was little use of my going further 
in making a detailed audit to secure such [470] de- 
tails. It was up to me at that time to set up the 
accounts in a manner in which JI thought they 
would report most consistently the income. 

Q. Wouldn’t it be necessary to ascertain whether 
such items of the 25-per cent retained were or were 
not entered on the books as accruals, in order to 
determine what was actually done? 

A. I intended to make no adjustment for that, 
after having determined there were no inventories 
of stock piles taken between the billing and the end 
of the year. Consequently, there was no point in 
going further. 

Q. Probably you did not understand my ques- 
tion. Would it not be necessary to ascertain, so vou 
could tell the Court, whether such items of the 25- 
per cent retained were or were not entered upon the 
books as accruals in order to determine what was 
actually done? 

The Court: In fairness to Mr. Williams, Mr. 
Willains was not working out a case for the Court 


492 J.W. Maloney vs. 


(Testimony of W. G. Williams.) 

in which he was interested in any way. I don’t 
think you need to question him any further. He 
said that is merely his recollection. He is illus- 
trating that inventory item and he didn’t carry it 
out any further. You have offered evidence here 
that the inventory item was of little importance 
in this man’s operation. 

Mr. Bischoff: Among the items there were three 
or four—three or four or a few anyhow—that you 
referred to I think by way of illustration and, 
among them, was this Milwaukie job. [471] 

You said there was no record of inventories in 
connection with that. I call your attention, Mr. 
Williams, to the estimate on this very job by means 
of which this payment was made which is being 
criticized here. [ call your attention to line 16, 

The Court: Bring it up to him. 

Mr: Bischont: reading ‘‘Value of materials 
suitably stored at conclusion of this period, none.’’ 
There is a blank space there. Of course, there could 
not be any inventory of that kind maintained on 
the job, when there wasn’t any. 

The Court: Ts that the engincer’s estimate ? 

Mi. Bischoff: Yes. 

Mr. Winter: What is the date of that estimate? 

A. The date of that estimate was October 28, 
1941, and the net amount due on work performed 
was only $7,500. The net amount of work performed 
to date was $289,000. Wait a minute. Is that in dol- 
lars? Yes. $289,066.67, less amount of previous esti- 
mate, $281,566.67. 
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Q. (Mr. Bischoff): The net amount of work 
performed to date, $7,500, being to October 28, and 
on that estimate sheet it shows the work to have 
been 100 per cent completed. 

Mr. Winter: Does that answer your question? 

Mr. Bischoff: Well, it does not go to the ques- 
tion of inventory. What inventory should they have 
reported in that case, when there wasn’t any? [472] 

Mr. Winter: If the building were fully com- 
pleted, there wouldn’t be any. 

A. If you will notice, there was no labor in 
that job. There was only a small amount of ma- 
terials which were purchased. It seems to me that 
$7,500, whatever it was, payment was held up. The 
job had been completed but apparently there was 
some little service to be performed and that pay- 
ment was merely held up pending performance of 
that small service. That small service entailed only 
the purchase of some $580 worth of material. 

Q. (Mr. Bischoff): You regard that as a tri- 
fling item in relation to that total, don’t you? 

A. Yes. 

Q. But if the contracting officer or the engineer 
refused to pay $7,600 because he claimed that we 
had to do a certain amount of work, that contract 
is not complete? 

A. I thimk yon have misstated it. I think if 
you will look into this case you will probably find 
that they have not refused to pay it; they merely 
held up any acceptance until some small service 
had been completed in connection with the play- 
grounds. 
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Q. If they refused to approve the estimate, isn’t 
that equivalent to a refusal to pay? 

A. I am not saying that they have refused to 
approve the estimate. 

Q. You don’t know, but if that be the fact, 
would that indicate a completion of the work in that 
year ? 

A. Not necessarily. The thing is too hypothetical 
to assume [473] that fact. Unless you have all the 
facts, it is impossible to state. 

Q. Mr. Williams, the sum and substance of this 
matter we have discussed, the last item, is that the 
question revolves itself around whether or not the 
percentage of money retained was accrued on the 
books? Is that the issue that you are trying to 
make? 

A. Depends on the percentage vou are talking 
about. 90 per cent, with 10 per cent retained, I will 
assume it belongs on the books properly. 

@. And accrued? A. Yes, sir. 

Q. And taken into income? Pe ES: 

Q. Now, the question that we still have unde- 
cided is whether the 25 per cent, if there are any 
instances of that amount retained out of materials 
on hand, was or was not accrued. Is that correct? 

A. That is the question still undecided. 

Q. What, in your judgment, should have been 
done? Should it have been accrued the same as the 
10 per cent to make a proper accounting ? 

s\. Yes, sim 

@. It should have been accrued? 
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A. Not exactly in the same manner. The re- 
maining 25 per cent [474] should have been applied 
as prepaid expenses. 

Q. It would come to the same thing, whether you 
took it off one end or the other? A. Qh, ves. 

@. It comes to the same end? A. Yes. 

Q. If it should develop any percentage, whether 
it be 5 per cent or 25 per cent, was retained from 
any unused materials or stockpiled material for 
which billing was made, and those items were ac- 
erued on the books, then there would be no eriti- 
eism about this method of bookkeeping ? 

A. Oh, no. You are mistaken. There would be 
no criticism upon that particular point. 

@. That is what I am talking about. I didn’t 
mean to enlarge it. A. Yes. 

@. I mean on that particular point. 

Mr. Bischoff: Your Honor, may we recess, be- 
cause I want to get these contracts so I can submit 
to your Honor the true situation here. 

Mr. Winter: Can’t we finish with this witness 
tonight ? 

Mr. Bischoff: TI may want to ask some further 
questions. 

Mr. Winter: What about the contracts ? 

My. Bischoff: I would like to ask your Honor 
for an adjournment at this time, with permission 
to take the contracts from the [475] courtroom. 

The Court: All right. 

My. Winter: How are we going to examine the 
contracts if you are going to take them from the 
courtroom ? 
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(Thereupon, at 5:05 o’clock p.m., an ad- 
journment was taken until 10:00 o’clock a.m., 
Friday, January 16, 1948.) [476] 


Court reconvened at 10:00 o’clock a.m., Friday, 
January 16, 1948. 


W. G. WILLIAMS, 


having been previously duly sworn, resumed the 
stand and was further examined and testified as 
follows: 


Cross-Examination— (Continued ) 

My. Bischoff: May it please the Court, after 
last mght’s adjournment, with permission of the 
Court, I took the contracts out with me and I have 
prepared a summary of the contract provisions 
with respect to the method of payment, with ap- 
propriate references to the page and paragraph 
muinbers of the contracts in which they appear. I 
have had it typewritten and I would lke to submit 
it to the Court as a matter of convenience in lo- 
eating readily the particular provisions. 

Mr. Winter: Does it cover all the contracts that 
were admitted in evidence? 

Mr. Bischoff: It covers all the contracts re- 
ferred to in the Revenue Agent’s report. 

Mr. Winter: Does the exhibit cover other con- 
traets not in the Revenue Agent’s report? 

Mr. Bischoff: There is a group of contracts 
which I discover, in going over them, which are in 
no way connected with any of the matters i con- 
troversy here; they just happen to be m the bundle. 
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I made no attempt to summarize those contracts, 
and I am going to ask permission to withdraw those 
from the file later, but I did not attempt to sum- 
marize those. 

I summarized every contract that appears in the 
Revenue Agent’s report. 

J may say in explanation as to one contract, Con- 
tract No. 207, the contract itself is in the file but 
the specifications are not in the file and we have 
not been able to locate them. They have been miss- 
ing for a long time, before this case arose, even, and 
it is in the specifications that the provision regard- 
ing payment is contained, but there will be evidence 
introduced here that the provision in that specifi- 
cation, being a housing project, was the same as in 
208 and 209. It was also a housing project and the 
provisions were identical, and I have so treated 
that in this summary. 

Mr. Winter: What was that contract? 

Mr. Bischoff: 207. 

Mr. Winter: Mr. Williams can answer that ques- 
tion. 

A. No, sir, that is the Milwaukie Housing. 

Mr. Winter: Milwaukie Housing? 

A. Yes. 

Mv. Bischoff: I will say to vour Honor now, in 
connection with the matter that precipitated this 
question yesterday was the absence or presence of 
this 10-per cent retained-percentage provision and 
25-per cent retention for materials not incorporated. 
There are two such contracts in the group. The 
rest of the contracts, [478] with some slight varia- 
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tions, which J think are not important here, are 
10-per cent retained-percentage contracts, using the 
express language materials incorporated and ma- 
terials at the site. That is the language used in 
preparing the estimates, materials delivered on the 
site and preparatory work done may be taken into 
consideration. That is one type of contract. In an- 
other type of contract they merely use the words 
that the billing shall be for 90 per cent of the 
materials incorporated and stored. Those are the 
two types of 10-per cent retained-percentage con- 
acts: 

Mr. Winter: Do you have another copy of that 
that I might use? I want the witness to have a 
Copy Ol 11 

Myr. Bischoff: The evidence will develop here 
that in both of those contracts—I refer to 213 and 
216—the entire amount was accrued on the books; 
that is, 100 per cent billing was acerned on the 
books and treated as income in the years; that is, 
10 per cent of the value of materials stored on the 
eround was included in the buildings. 

Mr. Winter: That is, the material on hand at 
the time of the engineer’s estimate, not at the time 
of the billing. That is your contention? 

Mr. Bischoff: I don’t know as I quite under- 
stand. The billing was made in accordance with the 
terms of the contract and they made the distinction 
between materials incorporated in the work and 
materials stored on the site. [479] 

Mr. Winter: At the time 

Mr. Bischoff: At the time of the billing. 
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Mr. Winter: At the time the engineer had to 
estimate it. I just want to know whether you are 
making any distinction, or whether you are con- 
tending that they made no inventory after the en- 
gineer’s estimate at the end of the year. 

Mr. Bischoff: No, IT am not talking about in- 
ventory. I am talking—— 

Mr. Winter: ‘Talking about materials? 

My. Bischoff: Whether the billing was done; 
and when they billed for a given month they in- 
eluded not only the materials incorporated but they 
included the materials that were on the site and 
they accrued 100 per cent on the books although 
they were entitled to receive only 75 per cent at 
that time for the materials which had not yet been 
incorporated. I don’t know how else I can state it. 

Mr. Winter: Was that at the time the billing 
was made that it was computed or at the time the 
engineer’s estimate was made ? 

My. Bischoff: I can’t answer you on that. The 
witness on the stand will tell you what was done. 
T didn’t do the bookkeeping, so I can’t tell you. 

Q. Mr. Willams, have you before you a copy 
of vour Revenue Agent’s report? A. Yes. 

Q. Will you please turn to Job No. 213. That 
is the job started [480] in 1948. That job started 
in 1943, didn’t it? A. Yes. 

Q. There is nothing for 1942 reflected in that 
item ? A. No, sir. 

Q. There was nothing thrown into 1942 from 
that job, was there? A. No, sir. 
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Q. You made the examination in August, 1944; 
am I correct about that? A. Yes, sir. 

Q. You reported for the years 1943 and 1944 
for that job, didn’t you? 

A. Yes, I merely showed in 1944 what was al- 
locable for that year up to that time. 

Q@. As a matter of fact, that contract was not 
completed in 1944, was it? 

A. I don’t recall that, sir. 

Q. Wull you take the ledger which you exam- 
ined at that time. That is the ledger account you 
examined except for the fact that there were sub- 
sequent entries made? A. Yes, sit 

Q. That does show there were charges in that 
account made subsequent to the time of your exam- 
ination, doesn’t it? A. Yes. 

Q. In very substantial amounts? [481] 

A. Yes, sir. 

Q. Will you please read off the charges that 
were made to that account after your examination ? 

A. August 31st, there was a reduction of the 
debits of $412.92; October 31st, there was a charge 
to the account of $66.69; November 17th, there was 
a charge of $419.73; December 30th, there was a 
charge of $10,533.37, and the other debit is debiting 
the profit. 

Q. Can you tell from that account now, as it 1s 
set up, what the net profit on the job was? 

A. Yes, $17,000.29. 

Q. There was another profit in the earlier year, 
was there? 

A. At the end of the period ? 
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Q. $10,000-odd at the end of 1943? 

ee 510,159.76. 

Q. In other words, the total profit shown on 
that account at the conclusion of the job was $27,- 
000 and some odd, wasn’t it? A. Yes, sir. 

Q. At any rate, you reported a total profit on 
that job of $38,870.27, didn’t you? 

A. $38,870.28. 

Q. In other words, you reported in 1944, as of 
August, 1944, a total profit of $30,870.28, when, at 
the conclusion of the contract, the total profit was 
$27,000-odd ? 

A. At the conclusion of the contract, yes. [482] 

Q. And you broke down your profit from that 
contract, $38,870, and you allocated $35,000 of that, 
$35,448.48 of that, to the year 1943? 

ea Ves, Sir. 

Q. So you reflected a profit in 1943 of almost 
$35,500 when your total profit on the whole job 
was only $27,000? A. Yes, sir. 

Q. In addition to that you added an additional 
profit in 1944 of $3,421.79? 

Mr. Winter: Js that additional? 

Mr. Bischoff: Yes. 

A. Well, in order to complete the total profit 
computed of $38,870.27. 

Q. As a matter of fact, at the time you made 
the examination, you could not determine what the 
profit on that job would be upon completion, could 
you? A. Not necessarily, no, sir. 
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Q. This figure of $38,870, which you entered as 
the total, does not purport to represent the total 
profit on the contract, does it? 

A. Not exactly, no, sir. 

@. It only purports to represent your estimate 
of the profit as of August, 1944? 

A. That is right, sir. There were no further 
credits to income; there were no further charges to 
labor; therefore, the $10,533.35, [483] which makes 
up the debit, must have been completely materials. 

Now, before we proceed from there, Mr. Bischoff, 
it seems to me we should determine what Journal 
Entry 305 states. 

Mr. Winter: Do you want to see Journal En- 
try 305? 

Mr. Bischoff: Just a minute. 

Mr. Winter: J think that the witness wants to 
offer an explanation of his answer by the journal 
entry. 

The Court: You people stop jangling. 

Mr. Winter: Yes, your Honor. 

The Court: J want to wind this up this morn- 
ing. I want it conducted on a more orderly basis. 

Q. (Mr. Bischoff): Mr. Williams, my question 
was directed to you as to the situation as of Au- 
eust, 1944. That is what this is presumed to be, is 
that right? Ane eS. 

Q. I eall your attention to a figure of $1,100 
for the year 1944 under the label or heading ‘‘ Esti- 
mated Additional Equipment Rental, $1,100.’’ You 
inserted that figure, didn’t you ? A. Yes, sir. 

@. You did not find any figures like that on 
the books, did you? 
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“A. No, sir, that is estimated. 

Q. That is an estimate you made of your own 
for additional equipment rental ? A. Yes, sir. 

Q. To apply the formula to this contract that 
you applied in the [484] preceding contract, Mx. 
Williams, wouldn’t you have to wait until 1945 or, 
at any rate, until the end of the year 1944 and 
make your computations then? 

A. In the present hght, yes. At that time If had 
no other recourse. 

The Court: While it is fresh in Mr. Williams’ 
mind, let him see the journal entry, 305. 

Q. (Mr. Bischoff): If there are any books you 
want to refer to, to make any explanation, just go 
ahead. A. May I read this, your Honor? 

The Court: Anything you want. 

A. This is the journal entry: Debit Job 213, 
$10,533.37; Debit 217, $1,428.26; Job 221, Kaiser 
Warehouse, $714.13; and Credit Office Salaries, 
$17,500. 

The Court: Do you want to make any comment 
on that? 

A. Well, at the time I was examining that con- 
tract, there were no further charges to labor, and 
this entry shows material charges subsequent to 
that time. There were no further credits to income. 
I had no idea or way of anticipating that they 
would take office salaries to the tune of $10,000 and 
charge to this account. 

Mr. Winter: In this particular year, 1944? 

A. In this particular year, 1944. 
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Q. (My. Bischoff): You say that they had no 
right to allocate to their jobs the overhead involved 
in office salaries? [485] 

A. My. Bischoff, I am trying to explain. 

Q. All you mean is that at the time you made 
the examination 

The Court: He didn’t say that they had no 
right. He said he had no idea. 

Mr. Bischoff: I see. 

Q. But at any rate vou do not question the pro- 
priety of entering or allocating a part of the office 
salaries to that job at the end of the year or during 
the year, do you? 

A. J am making no question now, no, sir. 

Q. You know, too, don’t you, that allocation 
was made was in part the Mason and Petersen 


earnings on those jobs? A. Yes, sir. 
The Court: Are you talking about the plural, 
jones 2 


Mr. Bischotf: That job. 

The Court: What job was that? 

Mr. Bischoff: 218 is the particular one I was 
questioning him about. 

The Court: What is the name of it? 

My. Bischoff: That was the Columbia Steel 
Casting Plant, 218, but in the journal entry there 
were several others of the same type and he read 
off the titles. 

The Court: How big a job was it? 

My. Bischoff: $410,000; that is, up to that point. 

‘The Court: Well, about $400,000? 
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Mr. Bischoff: Yes. [486] 

Q. Some time during the year, at any rate be- 
fore the end of the year, they had to allocate and 
enter on the books the proportionate share of that 
kind of work in order to reflect the true income 
from that contract? 

A. Mr. Mason and Mr. Petersen were paid bv 
an allocation of a certain percentage of profits. It 
was not necessary to allocate those profits to any 
particular contract, but to charge them to profit 
and loss, as far as Mr. Hammond was concerned. 
Therefore, there may be a question as to the pro- 
priety of entering an allocation of profit on any 
particular contract, instead of to all contracts. 

Q. Mr. Williams, it might not be material so 
far as the net amount of earnings from the whole 
operation is concerned, but so far as Mason and 
Petersen are concerned, it would be necessary to 
have that allocation to determine the profit from a 
particular contract, would it not? 

A. It would, if, in their participation, the agree- 
ment read that they were to be paid a certain pro- 
portion of profits resulting only from the contracts 
on which they worked. 

@. Whatever proportion would come from the 
source of the work is a proper item, however, to 
be charged against the profit on that particular job? 

A. Not necessarily. 

Q. ‘Io determine the profit from that contract? 

A. Not necessarily. If they were to be allocated 
profits from [487] Myr. Hammond’s contractual 
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business, then their allocation of profits is a charge 
to profit and loss and not to any particular con- 
Live Le 

The Court: What was the total work Mr. Ham- 
mond did as covered by these contracts? 

Mr. Winter: In any year? 

The Court: I don’t want in any year, but how 
many million dollars altogether? 

M+. Bischoff: Several million dollars. 

The Court: Somebody guess. Who knows what 
he did? 

Mr. Bischoff: Fifteen to eighteen million dol- 
lars of contracts, your Honor, is the estimate made 
by Mr. Hammond. 

Q. My. Williams, in light of the fact that the 
account of this Job 213 shows that the profit on 
that job, when completed, was $27,000-odd, isn’t it 
fair to say that your allocation of $35,444 profit in 
the year 1943 is a distortion, to use the term em- 
ployed by Mr. Winter? 

A. It would be a distortion, if that were a 
proper charge of $10,000, participation of profits in 
their contractual business. 

Q. As a matter of fact, by the formula you ap- 
phed to this particular contract, you would produce 
about the same kind of a result that you criticized 
in the carlier contract, when you compared the 
profit as we reported it to the income in those years ? 

A. I do not admit that, no, sir. [488] 

Q. You would not admit that? 

A. Not in view of the nature of this debit. 
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Q. Will you turn to Contract 214, Oregon Wood- 
working ? A. Yes. 

Q. Is it open before you now? A. Yes. 

Q. You did not raise any question about that 
one, did you? Ax Nose 

Q. The only profit involved in that whole busi- 
ness was $286.05? Nay es: 

@. Taking Contracts 215, 216, 217 and 220, was 
not the same situation true in each of those four 
eases and in 213—that is, when you made the exain- 
ination, those contracts had not been completed and 
other items were accrued later. 

T want to avoid going over the figures on each one 
separately, and I would like you to examine those 
to see if you can state if the same general situation 
did not exist with respect to those subsequent con- 
tracts ? 

A. In Job 215 that is true, only to the amount 
of $414.17 charged August 31st. 

Q. Will you state what the profit is upon com- 
pletion ? 

A. $8,984.81, on December 30, 1944. 

Q. As against $5,769.83 which you reported as 
of the time of your examination? 

Mr. Winter: Do you want a piece of paper, 
Mr. Williams? [489] A. If you please. 

Mr. Bischoff: Mr. Williams, maybe I can sim- 
plify my question so it won’t require so much com- 
putation. As of the period of time when you made 
the examination, you just reported a profit of 
$5, (69.33, isn’t that correct? AS Yess sir. 
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Q. And the final profit on that contract, as of 
the end of that year, was eight thousand and what? 
Will you read that figure off? A. $8,984.81. 

@. Would you examine the next one, No. 216, 
and see if the same general situation did not exist? 

A. Yes, sir. 

@. That is, your examination was made before 
the completion of the contract? A. Yes, sir. 

Q. You reported on No. 216 a profit of $1,122.81, 
didn't vou, as of the time vou made the examina- 
tion? A. Yes. 

@. What do the books report as the ultimate 
profit? 

A. December 31, 1944, the total profit was 
$814.86. 

Mr. Winter: How much is that? 

A. $814.86. 

Mi. Bischoff: Your Honor, if counsel on the 
other side would consent, we would like to excuse 
Mr. Hammond from further [490] attendance here. 
TTfe is obliged to attend a very important Directors’ 
meeting, set for 11:00 o’clock and, 1f he is not going 
to be wanted, we would lke permission to excuse 
him. 

My. Winter: J don’t know of anything I want 
him for. 

My. Bischoff: May he be excused? 

The Court: Yes. 

Q. (Mr. Bischoff): If you will turn to Con- 
tract No. 217, that was uncompleted when you made 
the examination in August, 1944, wasn’t it? 

A. Yes, sir. 
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Q. You reported for that contract, as of the 
time of your examination, a profit of $19,192.80, is 


that correct? A, “Wes; sir: 
Q. What was the final profit reflected upon the 
close of that contract? A. $13,382.33. 


Q. Will you refer to Contract 220? That con- 
tract was not completed at the time of your exam- 
ination, was it? A. No, sir. 

Q. You reported a profit of $1,554.56 on that 
contract, as of the time of this examination? 

A. Yes, sir. 

Q. And what was the profit disclosed at the end 
of the operation ? A. A loss of $1,252.22. 

Q. Now, then, Mr. Wiliams, in the light of 
these facts, you [491] could not and, of course, did 
not, determine your ratio of profit to be applied in 
those years based upon the total completion of the 
contracts, did you? 

A. I based it upon the total completion of the 
contract up to the time I made my examination, 
and in each one of those cases it looked as if the 
contract were practically wiped out. 

Q. And, for the purpose of making your com- 
putation, and arriving at a ratio, you adopted the 
figures of income that were recorded on the books 
of the company in those years? 

A. Yes. There have been some erasures in this 
account. I don’t know what figures were erased. 

Q. Are you suggesting that they have been 
erased since you made the examination? 

A. I am making no suggestion, sir, but merely 
making a statement. 
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Q. You called attention to that. You must have 
had something in mind. 

A. I had in mind that they did not seem to be 
the figures in here that would result in the profit 
which I showed in my report. There were no en- 
tries in the books after July 31st, 1944, except De- 
cember 30th, entry of a loss of $1,252.22. If your 
Honor will permit, I will take my working papers 
and see what analysis I have of this. 

Mr. Bischoff: Please do that. 

Mr. Winter: Do you want to come down here 
to get them? 

A. Your Honor, may IT go over to the bench for 
a few moments? [492] 

The Court: Yes. 

Mr. Winter: May I be excused for about three 
minutes, your Honor, to make an important tele- 
phone call? 

The Court: Yes. We will have to wait, Mr. 
Williams, until Mr. Winter returns. 

(Short intermission. ) 

The Court: Are you ready to proceed? 

Mr. Winter: Yes, thank you, your Honor. 

The Court: My. Willams, are you ready to pro- 
ceed? 

A. Yes. The figures which I copied from the 
books on Contract 220 show a total income of $14,- 
842. The books show $14,842, the same figure. 

The amount of labor which I copied from the 
general ledger as having been expended on this con- 
tract was $3,544.31. The same figure is shown in the 
ledger. 
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In this ledger there are three columns. The ledger 
account for materials amounts to $9,005.65. The fig- 
ure which I copied from the ledger at the time I 
made my examination for materials was $9,743.13, 
a total cost of $13,287.44 to be deducted from $14,- 
842, or a net profit of $1,554.56. 

The only entries made in this ledger since [ 
made my examination, or the only entry, is a debit 
in the amount of $1,252.22. 

T can’t understand the discrepancy, your Honor. 
There have been a number of charges in this ac- 
count. When they were [493] made I don’t know, 
but I do know it would be inconceivable I would 
copy figures from this account with those dis- 
erepancies. There is no chance there for transposi- 
tion. 

Q. (Mr. Bischoff): Are there any figures in 
that book, up to the time you examined the books, 
that are different now from what they were when 
you examined them? That is what I would like to 
know. You threw in a statement about erasures, 
and JI think we ought to clarify that. 

A. I have not examined the books—this is the 
first instance that was noticeable brought to my at- 
tention. 

Q. You had your working papers and you took 
off these entries. Aren’t you able to tell us now if 
there has been any change in the figures here? 

A. It would take about two hours’ work to sit 
down and attempt to reconcile my figures with the 
figures in the book. That is not a simple question of 
law. It is a question of accounting. 
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Q. Mr. Wilhams, do you want that ledger any 
further? 

A. If I am to go through some of these other 
accounts, I do. 

Q. I am about to inquire about another matter. 

A. Very well, if you are through with this. It 
is not too hig a material difference, as far as I am 
concerned, in the final result. 

Q. Of course, it is fair to state, whatever that 
erasure was, it was not with any intent 

A. J am not assuming that. [494] 

(). to deceive anybody? 

A. I am not assuming that to be the case. 

Q@. With respect to the other contracts, those 
contracts in which provision was made for the re- 
tention of 10 per cent of materials that had been 
incorporated into the work and the retention of 25 
per cent of materials that were on hand and not 
incorporated, having in mind that type of contract, 
Mr. Williams—there appear to be two contracts of 
that type among those that are listed in your report, 
to-wit, Contract 213 and Contract 216. 

Did I understand you to say that the 10-per cent 
retained percentages had been accrued on the books? 

A. Yes, sir. 

Q@. «At the conclusion of yesterday’s examina- 
tion, you did not know whether the 25-per cent 
retention of materials not incorporated had been 
accrued on the books, is that correct? I mean, last 
night when we were questioning you about it, you 
didn’t know whether it had or not. 
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A. It was my recollection that they had not, but 
I was not decided. 

Q. Will you please turn to the ledger and jour- 
nal and see now whether you ean tell the Court 
whether this 25 per cent for materials had been ac- 
erued on those two contracts. 

Now, Mr. Williams, I may say that we have 
available the pages which may facilitate the exam- 
ination. With the permission of the Court, I will 
have Miss Novak give you the pages [495] so it will 
facilitate looking at the accounts. 

You have now examined the records for the pur- 
pose of ascertaining whether the 25-per cent reten- 
tion on materials which were not incorporated had 
been accrued on the books, have you? 

A. In those two contracts that I examined. 

Q. With respect to No. 213 and No. 216? 

A. 213 and 216. 

Q. Will you tell the Court whether you found 
whether or not those 25-per cent retentions were 
accrued on the books? 

A. I found the 25-per cent retention to have 
been properly accrued on the books. 

Mr. Bischoff: That is all. 


Redirect Examination 
By Mr. Winter: 

Q. Just one or two questions. I think you stated 
on direct examination that you had been a Revenue 
Agent for twenty years, approximately ? 

A. Since 1922. 
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Q. And J think you told me this is the first time 
you have been called as a witness in any case which 
you have investigated, is that right? 

A. Yes, sir. 

Q. Now, Mr. Williams, Mr. Bischoff went into 
Contracts 215, 216, 217 and 220 at great length. 
Calling your attention to Contract [496] 215, in 
your allocation vou understated the profit in that 
contract to the extent of about $3,000, did you not? 

A. Yes, sir. 

Q. In other words, $3,000 more profit than you 
included in your return or report? 

A. Yes, six. 

Q. The next one, $3,000 difference in the Gov- 
ernment’s favor; the first one, in the taxpayer’s 
favor? 

A. he first contract, 215, was in the taxpayver’s 
favor, and 216, as [ recall, there it was in the Gov- 
ernment’s favor about $2,000. 

Q. Under the Forgiveness Tax Act, which re- 
turn became the 1948 return? 

A. As J recall, the 1942 return was the major 
return. 

Q. That becaine the return for 1943? 

A Mies: 

Q. With respect to the 1944 return, no attempt 
was made by you to audit that return in this report? 

A. No. 

Q. Will you state what status that return is in 
now, at the present time? 

A. That I don’t know. I haven’t the 1944 return. 

Q. You have not examined it? 
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A. It has not been assigned to me. 

Mr. Winter: I think that is conceded by coun- 
sel. The 1944 [497] return has not been closed. 

Mr. Bischoff: Yes. 

Q. (Mr. Winter): In other words, if there 
were additional allocations in 1944, the 1944 return 
will properly reflect them, if kept on a proper 
basis ? A. Yes. 

Q. And this won’t have any effect on it, will it? 

A. I would have to add up the increases and 
decreases. Such adjustment, if made at the end of 
1944, would affect 1943. 

Q. They could be made deductions in 1944. That 
would work those out? 

A. That would work those out, yes. 

Mr. Winter: ‘That is all. 


Recross-Examination 
By My. Bischoff: 

Q. With respect to these contracts, No. 213 
down to No. 220, I did not quite understand. You 
say that your determination, which you made in 
your report for the year 1943, doesn’t affect the 
determination of the deficiency that was arrived at 
here. 

A. I don’t quite understand it myself. You mean 
my determination of the deficiency will not be af- 
fected by such changes as you noted? 

Q. Is that your testimony? 

A. No, sir, according to my computation of the 
wlocation of profits, it would affect 1948 to a cer- 
tain extent. [498] 
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(Testimony of W. G. Willams.) 

Q. That is the reason you examined both 1943 
and 1944, to determine what you are going to throw 
into 1943 or take out of 1948 for the purpose of 
getting your comparison between 1942 and 1943 
to make applicable the 75-per cent reduction in 
tax. You had to do that, didn’t you? 

A. Yes; that would change the percentage in a 
certain amount. It would not be too material, how- 
ever. 

Mr. Bischoff: That is all. 

Mr, Winter: ‘That is all. 


(Witness excused.) 
Mr. Winter: With the understanding that all 
the Government’s exhibits that have been marked 


for identification are received in evidence, the Gov- 
ernment rests. 


(Defendant rests. ) 
My. Bischoff: The plaintiff rests. 
(‘Testimony closed.) 
The Court: You will want to brief this case 
and I will want it briefed substantially. 
Mr. Bischoff: I beg your pardon? 


The Court: Particularly with a statement being 
the equivalent of a pre-trial order, showing what 
each party deems to be the issue. [499] 
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Mr. Winter: Does your Honor request a tran- 
seript ? 

The Court: No. 

My. Winter: I was going to inquire from the 
Reporter whether we could get a transcript, leav- 
ing out Mr. Bischoff’s speeches and possibly any 
speeches I have made. 

The Court: Take it up with the Reporter. 

Myr. Bischoff: And may I inquire as to the time 
for briefs? 

The Court: Thirty, thirty and twenty. [500] 


REPORTER’S CERTIFICATE 


I, Iva G. Holcomb, a Court Reporter of the above- 
entitled Court, duly appointed and qualified, do 
hereby certify that on the 12th, 13th, 14th, 15th and 
16th days of January, A.D. 1948, I reported in 
shorthand certain proceedings had upon the pre- 
trial and trial of the above-entitled cause, that I 
subsequently caused my said shorthand notes to 
be reduced to typewriting, and that the foregoing 
transcript, pages numbered 1 to 500, both inclu- 
sive, constitutes a full, true and accurate transcript 
of said proceedings, so taken by me in shorthand 
on said dates as aforesaid, and of the whole thereof. 

Dated this 25th day of February, A.D. 1948. 


/s/ IRA G. HOLCOMB, 
Court Reporter. 


[Endorsed]: Filed Mar. 6, 1948. [501] 
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PLAINTIFE’S EXHIBIT No. 1 


Treasury Department 
Washington 
TO 
LBV July 7, 1938 


Mr. Ross B. Hammond, 
1214 Spalding Building, 
Portland, Oregon. 


Sir: 


Reference is made to your letter dated May 9, 
1938, submitting additional information in connec- 
tion with your request for permission to change 
your method of reporting income from the cash to 
the accrual basis beginning with the taxable year 
ending December 31, 1938. 


It is stated that at December 31, 1937, you had 
no accrual of income not received, no income re- 
ceived in advance of when earned, no expenses ac- 
rued but not paid, and no expenses prepaid. 


It appears from the information submitted that 
there will be no duplicated or omitted items of in- 
come or deduction. 


Predicated on the foregoing, permission is hereby 
granted you to change your method of reporting in- 
come from the cash to the accrual basis, beginning 
with the taxable year ending December 31, 1938. 


A copy of this letter should be attached to your 
return for the taxable year ending December 31, 
1938, as evidence of the authority given you to re- 
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port your net income on the accrual basis for Fed- 
eral income tax purposes. 


Respectfully, 


MILTON KE. CARTER, 
Acting Commissioner. 


[Endorsed]: Filed Oct. 25, 1948. 


PLAINTIVE’S Hosni BI No. 3 


AGREEMENT AND ARTICLES OF 
PARTNERSHIP 


The following Agreement and Articles entered 
into on this 3rd day of February, 1942, by and be- 
tween Ross B. Hammond and Wilham A. Ham- 
mond, both of Portland, Multnomah County, 
Oregon; 


Witnesseth : 


That, Whereas, Ross B. Hammond has hereto- 
fore been conducting a general contracting busi- 
ness under the name and style of ‘‘Ross B. Ham- 
mond Co.’’; and 

Whereas, William A. Hammond has directed his 
studies and education to the end that he might be- 
come associated with said company as a member of 
said firm; and | ae 

Whereas, some years ago the said William A. 
Hammond completed his education and qualified 
himself as an expert construction engineer, and 
has for some time been in the employ of the said 
Ross B. Hammond Co. in that capacity; and 
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Whereas, after serving a short time in the Armed 
Forces of the United States, the said William A. 
Hammond has now been rejected for said service, 
and 

Whereas, the said Ross B. Hammond Co. is bid- 
ding upon many building projects and said com- 
pany proposes to engage in extensive construction 
contracts in furtherance of the defense program 
of the United States of America; and 

Whereas, the said Ross B. Hammond desires to 
be relieved of some of the duties and responsibili- 
ties of the management of said business, and de- 
sires to further develop the knowledge and experi- 
ence of the said William A. Hammond in the con- 
struction field; and 

Whereas, the said Ross B. Hammond has this 
day sold to the said William A. Hammond a one- 
fourth interest in the assets and business of the 
said Ross B. Hammond Co., 

Now, Therefore, It Is Mutually Understood and 
Agreed By and between the parties hereto that 
they do hereby form a partnership and that the 
following agreements shall constitute their 


ARTICLES OF PARTNERSHIP 


ib 
Said parties above named agree to carry on 
business under the name and style of Ross B. Ham- 
mond Co. 
Jk. 


The partnership to which this agreement applies 
began on this the 3rd day of February, 1942, and 
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shall continue for the duration of the joimt lives 
of the parties hereto, unless dissolved by action 
of the parties or otherwise. 


TE. 


The enterprises, businesses, pursuits, and occupa- 
tions in which the partnership proposes to en- 
gage are as follows: 


To carry on within the State of Oregon and else- 
where a general contracting and engineering busi- 
ness for the construction, building, erection, repair- 
ime, razing, remodeling, enlarging, removing and 
leasing of buildings and structures, and otherwise 
engaging in any work upon buildings, roads, high- 
ways, manufacturing plants, bridges, piers, docks, 
mines, shafts, water works, railroads, railway struc- 
tures and on iron, steel, wood, concrete, masonry 
and earth construction, and to extend and receive 
any contracts or assignments of contracts therefor, 
relating thereto or connected therewith and to man- 
ufaecture and furnish the building materials and 
supplies connected therewith. 


To purchase or otherwise acquire, own, mort- 
gage, pledge, sell, assign and transfer or dispose 
of, to invest, trade, deal in and deal with goods, 
wares and merchandise and real and personal prop- 
erty of every class and description. 


In general, to carry on any other business in 
connection with the foregoing that 1t may find it 
convenient, expedient or necessary in order to fully 
accomplish said objects and purposes, and to do 
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any and all of the things hereinabove set forth to 
the same extent as natural persons might or could 
do. 

IV. 


The principal office and place of business of the 
partnership shall be in the City of Portland, Mult- 
nomah County, Oregon, and/or at such other place 
or places as the partners shall hereafter determine. 


¥. 


The capital of the said partnership shall con- 
sist of the assets formerly owned by Ross B. Ham- 
mond Co., together with such contributions to the 
capital as may hereafter be made to the partner- 
ship by the partners and all the income and prof- 
its arising from the employment of said assets in 
the business conducted hereunder and not paid to 
the partners in drawing or by disbursement of 
profits, and the interests of the respective part- 
ners hereto shall be as follows: 


Ross B. Hammond.......... (OO 
William A. Hammond...... 25% 
Van 


The partnership hereby assumes all the labili- 
ties of the said Ross B. Hammond Co., including 
liabilities incurred by the said Ross B. Hammond 
in agreements entered into with Henry M. Mason 
and A. V. Petersen, covering employment of said 
parties upon a profit sharing basis; and the said 
William A. Hammond specifically agrees that his 
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share in the profits and the losses of the company 
shall be computed subject to the payments which 
shall accrue to the said Henry M. Mason and A. V. 
Petersen under the terms of said agreements. 


It is further agreed by and between the parties 
hereto that the drawings of the partners from the 
business of the company will be limited as follows: 


Ross B. Hammond...... $22,900 per annum 
William A. Hammond... 7,500 per annum 


and it is mutually understood and agreed that any 
earnings in any year in excess of said amounts to- 
taling $30,000.00 per year shall be permitted to re- 
main in and as a part of the funds of the com- 
pany to be used for working capital of the said 
Ross B. Hammond Co., and it is further agreed 
that the funds so remaining in the business of the 
company shall not be subject to the payment of 
any interest. 
Vaile 


The profits and losses of the partnership business 
shall be borne by the parties in the proportion to 
the interest designated in Paragraph V. above. 


VITL. 


Each of the parties shall have an equal voice in 
the control of the business and operation of the 
partnership. It shall be the duty of the partner- 
ship to keep accurate books of account, which shall 
be open at all reasonable times to the inspection 
and examination of each of the partners. 
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Upon the dissolution of the partnership at or 
prior to the death of any of the partners, the said 
business shall be wound up, debts of the partners to 
the partnership, if any, paid, and the surplus di- 
vided between the partners according to their re- 
spective interests as herein set forth. 

In Witness Whereof, the parties hereto have 
caused their signatures to be affixed to these Ar- 
ticles of Partnership on the day and date first above 
written. 

/s/ R. B. HAMMOND, 
/s/ W. A. HAMMOND. 


State of Oregon, 
County of Multnomah—ss. 


Be It Remembered that on this 3rd day of Feb- 
ruary, 1942, before me, the undersigned, a Notary 
Public in and for said County and State, person- 
ally appeared the within named Ross B. Hammond 
and William A. Hammond who are known to me 
to be the identical persons described in and who 
executed the within instrument and acknowledged 
to me that they executed the same freely and vol- 
untarily. 

In Testimony Whereof, J have hereunto set my 
hand and notarial seal the day and year last above 
written. 

[Seal] /s/ ROSALIE NOVAK, 

Notary Pubhe for Oregon. 

My Commission Expires: 10/21/42. 
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AGREEMENT OF EMPLOYMENT 

This Agreement, made and entered into on this 
ord day of February, 1942, by and between Ross B. 
Hammond, sole proprietor, doing business as Ross 
b. Hammond Co., hereinafter called ‘‘ First Party,”’ 
and Henry M. Mason, hereinafter called ‘‘Second 
fearty’’ 

Witnesseth : 

Whereas the Second Party has been in the em- 
ploy of the First Party almost continuously for a 
period of thirteen years, and the First Party ree- 
ognizing the value of the services, ability, and trust- 
worthiness of the Second Party, and the First 
Party wishing to permit the Second Party to par- 
ticipate in the profits of the First Party’s contract- 


C1 
bo 
1 


ing business; and 

Whereas the Second Party has been acting as 
General Superintendent and General Manager of 
the construction business of the First Party, with 
full power of attorney to sign all documents, and 
subject only to direction of the First Party; and 

Whereas the First Party wishing to have the 
Second Party assume a greater responsibility in 
connection with the management of the general 
contracting activities of the First Party; 

Now, Therefore, the Parties hereto, agree as 
follows: 

1. Compensation of Second Party and Method 
of Payment: The First Party hereby agrees that 
he will pay for the services of the Second Party 
by permitting him to participate in the net profits 
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of the operation of the First Party’s construction 
business upon the basis of twenty (20) per cent of 
the profits earned each calendar year, after all op- 
erating, financing, administrative, and other like 
expenses have been deducted, but before deduction 
of State and Federal Income Taxes. 

It is specifically understood and recognized he- 
tween the parties that the operations of this busi- 
ness require the use of large sums of money to be 
available for financing the operation of the con- 
struction and contracting business, and, therefore, 
to insure the continued success of the business and 
to provide ample working capital, it is hereby 
agreed that the earnings of the Second Party shall 
be paid to him on a basis of a drawing account 
of Five Hundred Dollars ($500.00) per month, but 
the Second Party will not be permitted to with- 
draw in excess of Ten Thousand Dollars ($10.- 
000.00) per year. Any funds amounting to more 
than $10,000.00 per year shall be permitted to re- 
main in the company, to be used for working cap- 
ital for use in the contracting and constructing 
business of the First Party. These funds in ex- 
cess of $10,000.00 that shall be permitted to remain 
under the control of the First Party for finane- 
ing and working capital of the construction busi- 
ness of the First Party shall bear no interest. 

2. Caneellation: This agreement may be can- 
celled by either party giving the other party 90 
days’ written notice, and/or the same may be 
changed or modified at any time by mutual con- 
sent of the parties hereto. It is further understood 
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and agreed that said contract will be automatically 
cancelled if the said Second Party should leave 
the employ of the First Party of his own accord. 

The Second Party further expressly agrees that 
should he sever his connection with First Party 
and desire to withdraw the earnings accumulated 
to his account, he will give one year’s written no- 
tice thereof to the First Party, and the First Party 
will not be obligated to pay such funds to the See- 
ond Party until one year after receipt of said 
written notice from the Second Party. 

Should Second Party elect to cancel this agree- 
ment or voluntarily leave the service of the First 
Party, then, and in either event, Second Party 
shall not receive any percentage of any _ profit 
earned by the First Party upon any work done 
or any contracts entered into during such calen- 
dar year, and the payment to the said Second Party 
of an amount equal to $500.00 per month for the 
time employed during such current calendar year 
shall constitute full and complete payment for all 
services and/or use of the funds of the said Sec- 
ond Party for said current calendar year. 

Should the First Party desire to cancel this 
agreement, he shall notify the Second Party in 
writing ninety (90) days prior to the date of such 
cancellation and the compensation due the Second 
Party shall be upon the basis of twenty (20) per 
cent of the net profits, as described in paragraph 1 
hereof, as shown by the books of the First Party, 
from January Ist of that year to the date of writ- 
ten notice of cancellation, plus $1,500.00 to cover 
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compensation for the 90 days employment service 
from the date of written notice. 


3. Drawing Account: Should the drawing ac- 
count of $500.00 per month, or $6,000.00 per year, 
as defined in Paragraph 1 above, exceed in any 
ealendar year the percentage of profits to which 
the Second Party is entitled under this agree- 
ment, this difference between the amount of money 
to which the Second Party is entitled for his serv- 
ices on the basis of this agreement, as outlined 
in Paragraph 1, shall be charged against any 
moneys which have accrued to the account of the 
Second Party, and the amount of money owing the 
Second Party by the First Party shall be reduced 
by this amount. 


4. Nature of Agreement: It is expressly under- 
stood and agreed by and between the parties hereto 
that this agreement is a contract of employment and 
that the Second Party does not hereby acquire a 
proprietary interest in the business of the First 
Party, but the amounts paid to Second Party shall 
represent compensation for services rendered. 


In Witness Whereof, the parties hereto have af- 
fixed their names and seals to the within agree- 
ment on the day and date first above given. 


ROSS B. HAMMOND CoO., 
By /s/ R. B. HAMMOND, 
Hirst Pani. 
/s/ H. M. MASON, 
Second Party. 
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Subscribed and sworn to before me, the under- 
signed, a Notary Public, on this 3rd day of Feb- 
ruary, 1942. 


[Séal] /s/ ROSALIE NOVAK, 
Notary Public for Oregon. 
My Commission Expires: 10/21/42. 


PRE-TRIAL EXHIBIT No. 5 
AGREEMENT OF EMPLOYMENT 


This Agreement, made and entered into on this 
3rd day of February, 1942, by and between Ross 
B. Hammond, sole proprietor, doing business as 
Ross B. Hammond Co., hereinafter called ‘‘First 
Party,’’ and A. V. Petersen, hereinafter called 
‘Second Party’’ 


Witnesseth: 


Whereas the First Party recognizing the value 
of the services, ability, and trustworthiness of the 
Second Party, and the First Party wishing to per- 
mit the Second Party to participate in the profits 
of the First Party’s contracting business; and 

Whereas the Second Party has been in the em- 
ploy of the First Party for more than six years, 
and in responsible charge of large construction 
work, and 

Whereas the First Party wishing to have the 
Second Party take more responsibility in connec- 
tion with all the construction activities of the First 
ary : 
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Now, Therefore, the Parties hereto, agree as fol- 
lows: 


1. Compensation of Second Party and Method 
of Payment: The First Party hereby agrees that 
he will pay for the services of the Second Party 
by permitting him to participate in the net profits 
of the operation of the First Party’s construction 
business upon the basis of fifteen (15) per cent of 
the profits earned each calendar year, after all 
operating, financing, administrative, and other like 
expenses have been deducted, but before deduction 
of State and Federal Income Taxes. 


It is specifically understood and recognized he- 
tween the parties that the operations of this busi- 
ness require the use of large sums of money to be 
available for financing the operation of the con- 
struction and contracting business, and, therefore, 
to insure the continued success of the business and 
to provide ample working capital, it is hereby 
agreed that the earnings of the Second Party shall 
be paid to him on a basis of a drawing account 
of Four Hundred Dollars ($400.00) per month, but 
the Second Party will not be permitted to with- 
draw in excess of Seven Thousand Five Hundred 
Dollars ($7,500.00) per year. Any funds amount- 
ine to more than $7,500.00 per year shall be per- 
mitted to remain in the company, to be used for 
working capital for use in the contracting and 
constructing business of the First Party. These 
funds in excess of $7,500.00 that shall be permit- 
ted to remain under the control of the First Party 
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for financing and working capital of the construc- 
tion business of the First Party shall bear no 
interest. 


2. Cancellation: This agreement may be can- 
celled by either party giving the other party ninety 
(90) days’ written notice, and/or the same may be 
changed or modified at any time by mutual con- 
sent of the parties hereto. It is further understood 
and agreed that said contract will be automatically 
cancelled if the said Second Party should leave 
the employ of the First Party of his own accord. 


The Second Party further expressly agrees that 
should he sever his connection with First Party 
and desire to withdraw the earnings accumulated 
to his account, he will give one year’s written no- 
tice thereof to the First Party, and the First 
Party will not be obligated to pay such funds to 
the Second Party until one year after receipt of 
said written notice from the Second Party. 


Should Second Party elect to cancel this agree- 
ment or voluntarily leave the service of the First 
Party, then, and in either event, Second Party 
shall not receive any percentage of any profit 
earned by the First Party upon any work done 
or any contracts entered into during such calendar 
year, and the payment to the said Second Party 
of an amount equal to $400.00 per month for the 
time employed during said current calendar year 
shall constitute full and complete payment for all 
services and/or the use of the funds of the said 
Second Party for said current calendar year. 
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Should the First Party desire to cancel this 
agreement. he shall notify the Second Party in 
writing ninety (90) days prior to the date of such 
cancellation and the compensation due the Second 
Party shall be upon the basis of fifteen (15) per 
cent of the net profits, as described in paragraph 1 
hereof, as shown by the books of the First Party. 
from January 1st of that year to the date of writ- 
ten notice of cancellation. plus £1.200.00 to cover 
compensation for the 90 days employment service 
from the date of the written notice. 


3. Drawing Account: Should the drawing ac- 
count of $400.00 per month. or $4.800.00 per vear. 
as defined in Paragraph 1 above. exceed in any 
calendar year the percentage of profits to which 
the Second Party is entitled under this agreement, 
this difference between the amount of money to 
which the Second Party is entitled for his services 
on the basis of this agreement. as outlined in Para- 
graph 1, shall be charged against any moneys which 
have accrued to the account of the Second Parity, 
and the amount of money owing the Second Party 
by the First Party shall be reduced by this amount. 


4. Nature of Agreement: It is expressly under- 
stood and agreed by and between the parties hereto 
that this agreement is a contract of employment 
and that the Second Party does not hereby ac- 
quire a proprietary interest in the business of the 
First Party. but the amounts paid to Second Party 
shall represent compensation for services rendered. 
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In Witness Whereof, the parties hereto have af- 
fixed their names and seals to the within agree- 
ment on the day and date first above given. 


ROSS B. HAMMOND CoO. 
By /s/ R. B. HAMMOND, 
First Party. 
/s/ A. ¥. PETERSEN, 
Second Party. 


Subseribed and sworn to before me, the under- 
signed, a Notary Public, on this 3rd day of Feb- 
ruary, 1942. 

[Seal] /s/ ROSALIE NOVAK, 

Notary Public for Oregon. 


My Commission Expires: 10/21/42. 
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Schedule F.—GAINS AND LOSSES FROM SALI SALES OR EXCHANCES OF CAPITAL alae (See Instruction s) a 
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Ross B. Hammond 539 
Plaintiff’s Exhibit No. 6—(Continued) 
ROSS B. HAMMOND CO. 
PROFIT AND LOSS STATEMENT 
December 31, 1942 
Schedule A 
Income: 
Gross Profit on Contracts 
(SeleA-l attached) 222222 $195,807.93 
Wiscount Vaken _.......sec ec 1,585.57 
PUMPING OINE 3.220522 .0x.seseccigegeenee eee eee D $197,323.50 
Expenses: 
Automobile Expense .............-...-..--------- $ 1,405.54 
Advertising Expense ........-..--.--.----------+ 227.06 
Depreciation Expense ............-2-...-.----++ 3,336.26 
Femi ht MIG © e202 24. eee 204.90 
Wemeralelx pense .......:c:.2- ener ese 2,954.86 
sr alCe EX PENSE 22.4 .esceeeeeeeeer eee 1,863.14 
ittemeste (XWEMSE So. coca. 25s cc ec eacec- nce 10,839.72 
Maintenance and Repait....................---- 79.57 
@ince Expense 2.2.2.1: ee 4,385.15 
ices Salaries! Gs2t-.cc are eee 11,492.94, 
garere EX PeMse = _.Qc..22 eee crceeececere 205.00 
Professional Expense ..................2..2:-+++- 5,763.20 
Prospective Contract Expense ..............-- 111.30 
Repairs to Completed Contracts............ 521.13 
Stationery and Printing ....................... 512.34 
BUPA GS eo saan ics. ch casleatncesaec seem etn 846.49 
Mravelling Txpense q........4,e 2 e-:: 113.63 
Brot 20D expense: cc.<2s-<asctnce-cnenseeeaeereees 987.78 
IeGsssaccount SAW .....5..:.... 2 eer 219.00 
IB ee ts ceca -can cnozecnce cecevenstencenereergeteaee 486.40 
Warehouse Expense ...............-.--s:-2--00+¢ 678.22 
"TOTEM UD OF 0h Cx aes NARA Pv cnn ee aT $ 48,234.35 


Profit from Contracting Business...................22.22:--:e0-e00+ 


$149,089.15 


542 J. W. Maloney vs. 


and make payment of the installments of tax shown 
to be due thereon. 


In all cases where an extension of time is granted, 
interest will be collected at the rate of 6% per 
annum upon each installment, from the due date 
for filing to the date of payment. 

* * * © This letter or a copy thereof Must accom- 


pany the return when it is filed, as authority for the 
extension of time herein granted. You are requested 


to comply strictly with this requirement, because 
of the added work entailed when the extension 
letter does not accompany the return when filed, 
placing an added burden on this office in the present 


war emergency. 


Yours very truly, 


GUY T. HELVERING, 
Commissioner, 


By /s/ J. W. MALONEY, 
Collector. 
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Schedule D--—CONTRIBUTIONS. (See Instruction 11) Schedule E.—-INTEREST. (See Instruetion 12) 
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Treasury Department 
Internal Revenue Service 
Portland, Oregon 

[Stamp]: Received May 15, 1944. 

IT :RPK :E March 8, 1944 
Mr. R. B. Hammond 

c/o P. O. Box 3901 

Portland 8, Oregon 

Dear Sir: 

Receipt is acknowledged of your application of 
recent date, requesting for the reasons therein 
stated, an extension of time within which to file your 
return of income for the year 1943. 

An extension of time to May 15, 1944 is hereby 
granted, within which to file the return in question 
and make payment of the amount due March 15, 
1944, as shown by the return. 

In all cases where an extension of time is granted, 
interest will be collected at the rate of 6% per annum, 
on the amount due as of March 15, 1944, to date of 
payment. 

This letter or a copy thereof Must accompany the 
return when it is filed, as evidence of the extension 
of time herein granted, in order that the return may 


not be listed as delinquent. 


Yours very truly, 
JOSEPH D. NUNAN, JR., 
Commissioner, 


By /s/ J. W. MALONEY, 
Collector. 
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Statement of Tax Liability and Payments on 
Account of Individual Income Tax 
Return for 1942 


To Federal Income Taxpayer named below: For 
the purpose of assisting you in the preparation of 
your 1943 income tax return, there is shown hereon 
certain information taken from the records of this 
office pertaining to your Federal income tax account 
for the taxable year 1942. This information must be 
entered on your 1943 return, and this Statement 
should be attached to the return in support of the 
entries. Do not make any changes in this Statement. 
If the figures do not agree with your records, return 
the Statement at once with a letter of explanation 


Collector of Internal Revenue, 
Portland, Oregon 241169 


Ross B. Hammond 
PO Box 3901 

1241 N. Williams Ave. 
Portland, Oregon 


Total tax shown on your 1942 income tax return: 
$95,991.87. Paid at time of filing and as result of 
bills subsequently issued: $47,995.94. 


This statement should be attached to your 1943. 
income tax return when filed with Collector of In- 
ternal Revenue. 


Ross B. Hammond 
PLAINTIFE’S EXHIBIT No. 12 


[Red Pencil]: 1938 
Treasury Department 
Internal Revenue Service 


qn 
On 
a) 


Seattle, Washington, February 3, 1940 


Seattle Division 
[Stamp]: Received, Ross B. Hammond Co., Feb. 
5, 1940. 
[Stamp]: Paid Tax, $291.56; Int., $16.08; To- 
tal, $307.64. 2/22/40. No. 4891. 
No. 15059-O 
Ross B. Hammond, 
1214 Spalding Bldg., Portland, Oregon. 
In re: Income tax 
Date of Report: January 24, 1940 
Year(s) Examined: 1938 
Sir: 
There is enclosed for your information and files 
a copy of a report covering the examination of 
your income tax return(s) for the year(s) indi- 
cated, recently made by a representative of this 
office. You have indicated your agreement to the 
adjustment of tax hability shown in the report. 
The item checked below explains briefly how set- 
tlement of the agreed tax hability will be accom- 
plished through the office of the Collector of In- 
ternal Revenue for your district. 
Respectfully, 


/3s/ GEO. C. EARLEY, 
Internal Revenue Agent in Charge. 
Enclosure. 


54 J.W. Maloney vs. 
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Deficiency: The Collector will present to you 
at an early date a bill for payment of the tax, 
together with interest, at which time remittance 
should be made to that official, provided you have 
not already paid the full amount due. 


* * * 


January 24, 1940. 
Name of taxpayer, Ross B. Hammond. 
Statement of Total Tax Liability 


Income Tax, Year, 1938; T’ax Previously As- 
sessed, $1,209.15; Adjustments Proposed in This 
Report, Deficiency: $291.56; Correct Tax Liability: 
$1,500.71. 

* * * 

Note.—The amount shown in the first column of 
the above statement is the amount assessed on the 
original return, except as indicated in the follow- 
ing summary of adjustments previously made. 


% * *% 
Preliminary Statement 


Additional tax was principally caused by tax- 
payer understating farm inventory and error in 
accrual of interest. 

Findings were explained to the taxpayer who 
has agreed thereto. 

Taxpayer was a married man living with his 
wife during the entire year. Wife had no separate 
income and did not file a return. Taxpayer was 


Ross B. Hammond 


Qn 
Cn 
On 


Plaintiff’s Exhibit No. 12—(Continued) 


sole support during the year of his aged father, 
as a dependent. See affidavit attached to the tre- 


turn in this connection. 
Schedule No. 1 
Block Adjustments—1938 


Return Additions Deductions 


3. Interest 1,594.36 (a) 1,431.70 
5. Interest 387.50 
6. Loss on 

ranch (4,792.24) 1,699.00 160.00 
8. Discounts 3,512.03 (a) 3,512.03 


608.51 
9. Business 19,854.71 3,085.10 (a) 
10a. Short term 


gain 1,743.75 
11. Other 15.00 (a) 15.00 
12. Total 22,345.01 


13. Contributions 275.00 


14. Interest 2,688.70 1,301.54 
15. Taxes 1,831.90 572.09 (a) 

Sassesses (a) 
19. Total 


deductions 4,795.60 
20. Netincome 17,519.51 7,266.24 5,118.73 


Schedule 1-A 


Explanation of Items 


Amended 
162.66 
387.50 


(3,253.24) 


23,048.32 
1,743.75 
22,988.99 
275.00 
1,387.16 
1,259.81 
2,921.97 


19,667.02 


(a) Items designated (a) in Schedule 1 relate to 
the taxpayer’s contracting business and have 
been transferred to line 9 of Schedule 1 accord- 


ingly, viz: 


506 J.W. Maloney vs. 
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Tnterest. 2c....c.cecc ee eee $1,431.70 
Wiscount taken’ 2.2.2 c.:c:ccclo ee ee eee 3,512006 
Rent equipment ........-.2:.0.0:-.-ccce ee 15.00 
TIVE TESA XPIEN SC 222 cecece-peckasececss $1,301.54 
(Ramen 3s So a A eee ee 972.09 
Net adjustment, lmes9 2. eee (3,085.10) 


$4,958.73 $4,958.73 


These transfers do not affect net income on line 
20, Schedule 1, as the above computation shows. 


Line 6, Schedule No. 1 


$1,699.00 Adjustment to increase farm inventory as at December 
31, 1938. See further explanation in Exhibit C. 
160.00 Adjustment to increase purchases, viz: 


Purchases per line 5, page 2, Form 1040F............ $107.95 
AS COrrected ...........c--c000-00c0-e ar eee 267.95 
Difference  .cccccecec0c-286ceceeseeecsce nase $160.00 


Difference represents the cost of a team of work 
horses purchased in 1988 and included in the clos- 
ing inventory, as amended. 


Line 9, Schedule No. 1 


$608.51—Accrued interest on Federal Income Tax deficiencies for 
years 1934, 1936 and 1937. 

Per books (interest accrued for 1938 only)........ $1,237.83 

Corrected s..ccc6nhenne ee 629.32 


Difference ....c-cst2c:iceecen-sadscedenscsee ns eee $ 608.51 


eo Oe 


Ross B. Hammond ood 
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Schedule No. 2 


Computation of Tax 


Net income (from Schedule 1) -..0....00.00..0...ccsccecceceeeoee $19,667.02 
Less: Personal exemption ...............0...--- $2,500.00 

Credit for dependents..........00....00000..... 400.00 2,900.00 
Balance (surtax net income)...0.......00.....0220ccceeeceeceeee 16,767.02 
Less: Interest on U. S. Treasury Bonds..$ 387.50 

Earned income credit (see below)...... 470.97 858.47 
ialan@e subject to normal taxes. crcesesiseseccececceceres--- 15,908.55 
Nemmabeta at OG... coccct ce ctseseceeesese-s $ 636.34 
Seta ON TEM 4h. o.2. ccc. cscccec~ces cucceceacooveece 864.37 
Toba (2:0 sa aes ene eorcrs 3 nee 1,500.71 
WNetaletan assessable ..cc..c.c00ecc hades geseeeeeeetecceescecnces 1,500.71 
axe previously assessed -.....2-<:-:ccccececec-cceeee-ccsneeeeceese 1,209.15 
Additional tax to be assessed................:..ccseccecceeeeoes 291.56 


Computation of Earned Income Credit 


Schedule 1, Line 9—Profit $23,548.32 
$23,548.32 at 20% equals earned income Ot..............----- $4,709.66 


10% of $4,076.34 equals... 470.97 


Plaintiff’s Exhibit No. 12—(Continued) 


J.W. Maloney vs. 


EXHIBIT A 


Balance Sheet Contracting Business as at 12-31-38 


Assets: 


A cciss REG este 
State capital....-.....25-2 


U. of Ore. Med. School 


ili at v2 ere ee 
We pO sils eee trees 


Accts. Rec. M. 


Knudsen ©o.:....-.-.:-..2 
Prepaid Expense........-...-- 
Material & Supplies.......... 


Fixed Assets: 


PAIL soc cen ome ate eee 
Furniture & Fixtures........ 
Machinery & Equipment... 


Liabilities: 


Accounts Payable............. 
Accnueaieay toll 
Acenied taxes. 2 2.....--.-: 


Bonus Payable (1936).... 


Reserve for add’. Inc. 


tax assessment.............. 
Accrued Int. on def.......... 


Reserve for Deprn. 


Autosee.n en ee 
Furn. 6 Pixt.2 ee 
Mach. & Equip.............. 


Net Worth 


R. B. Hammona............ 


lotalguees....2.. eee 


Books 
4,082.45 
22,816.44. 
836.25 


Dr. 


1,054.74 
175.00 


1,227.48 
622.70 
1,427.23 


2,938.00 
4,100.74. 
90,100.28 


89,381.31 
8,453.55 
213.84 
187.41 
18,000.00 


21000 D5 
2,098.84 


1,008.35 
3,178.05 
47,641.36 

(12,909.64) 


89,381.31 11,657.44 


Cr. 


No Change 


eo 


10,520.83(a) 
1,136.61 (a) 


(b) 11,657.44 


11,657.44. 


Amended 


89,381.31 


8,453.55 
213.84 
187.41 

18,000.00 


10,488.72 
1,462.23 


1,008.35 
3,178.05 
47,641.36 
(1,252.20 


89,381.31 


Ross B. Hammond 
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O09 


Federal income tax deficiencies of predecessor R. 
B. Hammond, Inc., as finally determined. See Con- 
ference Revision Report on taxpayer for 1937, dated 
September 1, 1939. Adjustment to bring into agree- 


ment therewith. 


BAT VOSS, _n2..c2e.ceneevecacscaceees $3,745.54 
JC ENC eee ea 4,327.05 Accrued Int. Accrued Int. 
LSS Ieee eee ce 2,416.13 1938 12/31/38 
10,488.72 
Accrued Interest thereon 
io JD ei $ 832.91 629.32 1,462.23 
Total per Conf. Rpt............... $11,321.63 


(b) Net adjustment to surplus. 


EXHIBIT B 


Net Worth—Contracting Business 


As per Books: Dr. 
12-31-37 balance (Corp. capital & 


0 DS 


1938 

R. B. Hammond Acct. transf................... 8,101.40 
Notes Rec. Transferred................----0------- 1.00 
Stock & Bonds Transferred.................... 13,940.70 
Adj. Morrison Knudsen Co. Acct........... 411.35 


r 


Net profit—Sch. D of return.................- 
(a) Items income & deduction reported 
' elsewhere on return 1938: 

Meecmnt taken ..............2.-....---cccecceeees 
oes asc e cca ccnesicescdoncesssssucenss 


Cm 


43,114.51 


19,854.71 


3,512.03 (a) 
1,431.70(a) 


Balance 


43,114.51 


20,660.06 
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Exhibit B—(Continued) : 


As per Books: Dr. 
Profit on sale U. S. Treas. Bonds 

line: | O\(ay eee es ek 
Rent of equipment Line 12 
Contributions Wine 13.......22...22 235.00(a) 
Interest—Line 140 0000... eee ee eee Leavis t(a) 
ORasce seme melted 2s... oe eens ee ateee 5972.09(a) 
art of 1937 Fea. I. 1. om Corp: Accr.... 1,819.2] 
Withdrawals R. B. Hammond................ 56,199.05 
WS loo Balance: ...2.....cceeseeeeseeteacceaeees 

Matas: 72... :.-: See ee 82.561034 

Amended: 


12-31-37 Bal. (See Conf. Rev. Rpt. 
rs EN (ets ne Crs 1° )) Meneame iene once: Sa ei 


1938 

R. B. Hammond Acct. Rec. Transferred 8,101.40 
Notes Receivable Transferred ................ 1.00 
Stocksve Bonds Trans............c.-ccscece.000- 4,663.00 


Books $13,940.70 
Adj. _‘9,277.70(a) 


Wet Prottesochs NGOs 12... 2:2..2e 
Gain on sale Treas. Bds. Line (10a) 


Sclin 1 Meeenneneetee oe kL 
Contributions ine]. line 13 Sch. 1........... 235.00 
Withdrawals ee eee 56,199.05 
R. B. Hammond, Inc. Fed. IT 1933 

deficiency... 2. P3007, 
Interest on deficiency to 12-31-37.......... eB he 


51-38 balanceaee eee 


Hotals.....0 ee eee 70,795.41 


Ore Balance 


1,743.75 (a) 
15.00(a) 


(12,909.64) (12,909.64) 


82,581.34 


44,251.14 44,251.14 


23,048.32 


1,743.75 


(1,252.20) (1,252.20) 


70,795.41 


(a) See 1937 R.A.R. and Conference revision report dated 9-1-39 showing 
adjustment of values upon liquidation of the corporation. Taxpayer, as sole 
stockholder, liquidated the corporation of Ross B. Hammond, Inc., as at 


12-31-37. 
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EXHIBIT C 
Farm Inventory as of 12-31-38 
eee ths, Clover seed at LOC......-c.:ccccececccecsesesececnsteedecsecenceseecs $ 620.00 
hh TOLER es L1G) O11 Sci nena oy ann es tec ere Pe eee 84.00 
Dairy Cows: 

2) GEOUEPD LeveL SN We S/o) eee 80.00 
ION om OMEEEV A" De YEATS <<: ncee.f9cc8 ec 5 2282 oe ccsudaaciseacetscrtcsene 35.00 
SoOGaGeeonOry, 12 YCars: 2. 2ie eee ee 35.00 
OG) 4 MO al VATS as: oe cee encase 35.00 
De Ones JUNG, Aayears (2 oer Wee eee on. 50.00 
DAO Mote MCP EY.9 5) VORTS ie reer ee cee. eet. 39.00 
ERO) se PUNY 2 VERT S: oe cole ener sca anon tcece seen nessa. coves 35.00 
CSyoKO WAS RES Wel i SFT [Rata 2 ure eee 70.00 

IVT, Ves DEeV CT Suege sect sees 2. eSoade cee cedeaausnsees 35.00 
591557 Oey CALS 2 ieee oe Dore 2 8 Hie, oc teeee eee 30.00 
ey ome ——, 2, YRALS. 2c s. csp sess eee een wenteiene 30.00 
SP AIPA Se A cr! | 5 | 30.00 
SGU USSSRe) 40 or: |e eae ee 30.00 
591556 S| DIE R ee My as 30.00 
Onevcalt., Oumonths .2ne.c:05.2 ee 25.00 
X 405447 Re VCANS 2850 its ee ee 50.00 
@ne steer year ou 40.00 

Work Horses: 
PCO ENC ALS 5s2 2. 5 Saute onsasee ere eee rae aoe eee os 25.00 
WAN VCR ES 552s... ene eee ee) ee 60.00 
Hiltigt eG) VEGAS cou ee ee ere ee ie ee ee 60.00 
MERE CNTee() VCATS: <5, 5,08 cee re te ee ganas aces 50.00 
[PTevite La UG Ue ac gent es Noe eae cee ee 30.00 
LAGE 25). LCT: a ae An ee er ner ee 30.00 
Birawberry. 0 Years 2022s ee ihe See eee 30.00 
5) EY a ce a ae ere ne er 50.00 
EEC Roepe COT Sr re orton as eee sn coca Le 30.00 
Ss Beye BLOT seat 20-0 austen: ue cece eens nections cuce see 100.00 
ipisesell TWOTn 5 925 0. aene ee ern a ee P< 25.00 
| Ga ay ore dae 9 B20 0/0 etcetera ees ere ee 540.00 
Motaleinventory 12-3038. es. ....2:...- eee $2,409.00 
eas copra: 1 O40) eee ons enschede 710.00 


Difference—income increased ..............2...-::ce-0ceeee0e-= $1,699.00 
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1938 


Treasury Department 
Internal Revenue Service 


Seattle, Washington, 
March 19, 1941. 
Seattle Division 


Myr. Ross B. Hammond 
1214 Spalding Building 
Portland, Oregon 


In re: Income tax 
Date of Report: Jan. 27, 1941 
Year Examined: 1938 


There is enclosed for your information and files 
a copy of a report covering the examination of your 
income tax return(s) for the year(s) indicated, re- 
cently made by a representative of this office. You 
have indicated your agreement to the adjustment 
of tax hability shown in the report. 

The item checked below explains briefly how set- 
tlement of the agreed tax lability will be accom- 
plished through the office of the Collector of In- 
ternal Revenue for your district. 


Respectfully, 


/s/ GEO. C. HARTI 
Internal Revenue Agent in 
Charge. 
DLA/ae 
Enclosure. 
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Deficiency: The Collector will present to you at 
an early date a bill for payment of the tax, together 
with interest, at which time remittance should be 
made to that official, provided you have not already 
paid the full amount due. 


SUPPLEMENTAL REPORT 


Name of taxpayer, Ross B. Hammond. 
Date of Report: Jan. 27, 1941. 


Statement of Total Tax Liability 

Income Tax, Year: 1938; Tax Previously As- 
sessed, $1,500.71; Adjustments Proposed in This 
Report, Deficiency: $157.78; Correct Tax Liability: 
$1,658.49. 

* * % 

Note.—The amount shown in the first column of 
the above statement is the amount assessed on the 
original return, except as indicated in the follow- 
ing summary of adjustments previously made. 


Year 1938—Income Tax 
Mraeninal Tax. e6 asa ei kee $1,209.15 
Deficiency assessed, 1940...... 291.56 


Net Tax Previously Assessed. . $1,500.71 


Preliminary Statement 
The causes of the additional tax were taxpayer’s 
erroneous deductions for interest and club dues. 
Changes were discussed with Mr. Hammond, who 
has executed Form No. 870 agreeing to the addi- 
tional tax as shown by this report. 
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Schedule 1 
Year Ended: 12/31/38 


Adjustments to Net Income 


Net income as disclosed by Revenue Agent’s Report 


W440 ccccscccessececcticeeet eee $19,667.02 
AS Corrected .ccc.csccecscectcnscccneccsndaceeee ae 20.617.14 
Net adjustment as computed below..............--..------:-00e00----+ 930°12 
Unallowable deductions and additional income: 

(a) Accrued interests .................c:.::ccesscceceecceees $629.32 
(b) Club dues not allowable........00000000 0... 320.80 
Total cciecc eee $ 950.12 
Net adjustment ....:....2.355.csccsessecoeeeeepeocese sete $ 950.12 


Schedule 1-A 
Explanation of Items 


(a) Accrued interest unallowable, $629.32. When 
Ross B. Hammond Company, a corporation, 
was dissolved in 1937, there were outstanding 
against it Federal income tax assessments for 
several years. These assessments were in dis- 
pute and final settlement was made in 1939 at 
which time this taxpayer, as transferee, paid 
the additional tax and interest. In a previous 
report there was allowed as a deduction $629.32 
as interest which accrued on these taxes for the 
year 1938. It is now held that interest paid 
by a transferee on deficiency of a dissolved 
corporation is not an allowable deduction. See 
I.T. 3156 C.B. 1938-1 Page 218: Also, Ap- 
peal of Ben P. O’Niel 18 B.S.A. 1036. 
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(b) Club dues not allowable, $320.80. Taxpayer is 


eo 


a member of a local club known as the Ar 
lington Club. At various times he has used this 
club for the purpose of entertaining prospec- 
tive customers. This club is primarily a social 
club and the greater portion of the expense 
connected therewith is of a personal nature. 
However, a portion of the expense is appli- 
cable to business and it has been estimated that 
an allocation of 14 is a fair allowance for busi- 
ness. Adjustment has been made as follows: 


Motal-dues and Expenses .................-2.--ecsccc--e202-cceeceees $494.40 
Less: Taxes on dues allowable in full........02..0200.... 13.20 
[pheunee cB cs ee een ores oe ae Tae eer oe $481.20 
located to business 1/3: .c-ccscccccccsexectce-eeceeeeeeneoen se 160.40 
pulloeated to: personal 2/3) 2..ccsccecccceze eee cess 320.80 


Schedule 2—Year ended Dee. 31, 1938 


Computation of Tax 


INetrin come from Schedule 1o.c...22...2.......c..0ccccesecccences $20,617.14. 
Nese ws crconal exemption 2.22 52.2-2- $2,500.00 

Credit for dependents -2.22.2.-2-...0--.. 400.00 2,900.00 
[Pet eieee: Sea aa $17,717.14 
esc s armed INCOING CLEGU .0.2ee..cicee-e-ceocescenscaeeaessceeees 477.38 
Balance subject to normal tax.............----------c--cs-eeeeeees $17,239.76 
mama tance ated ....scceh coe neces ceoescs-- $ 689.60 
Sumtax on, term at 496 ....22..20.-.ccsessececscoscs 968.89 
Miotailtax ASSeSSa DIC. <iosescececeecccesseececetstecescccecstvaxsseccceasee $ 1,658.49 
Mia previously aSSeSSEM) 2.5.22... ne. -osceeaacn cones ceeseeve-sseee 1,500.71 


Additional tax to be assessed ..............---..csss-s0-eseeeseee i778 
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Computation of Earned Income Credit: 
Business income per Revenue Agent’s report 1/24/40....$23,548.32 


Add: Club dues not allowable .2.0.......0..2cc.cceceeeeeceeeesoeeee 320.80 
Business income amended ......................02sceeeeeeeeeeeeeeeeeeeeee 23,869.12 
Earned income 20% x 23809112 722.2... 2s $ 4,773.82 
Earned income credit 10% x 4771.82...0.....20.ccccecseseeeeee 477.38 


PLAINTIFE’S EXHIBIT No. 14 


Treasury Department 
Internal Revenue Service 


Seattle, Washington, 
March 19, 1941. 
Seattle Division 
[Penciled]: Overassessment, 3/9/43, $132.59. 


Mr. Ross B. Hammond 
1214 Spalding Building 
Portland, Oregon 


In re: Income Tax 
Date of Report: Jan. 27, 1941 
Year Examined: 1939 

Sir: 


There is enclosed for your information and files 
a copy of a report covering the examination of your 
income tax return(s) for the year(s) indicated, re- 
cently made by a representative of this office. You 
have indicated your agreement to the adjustment 
of tax liability shown in the report. 

The item checked below explains briefly how set- 
tlement of the agreed tax lability will be accom- 
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plished through the office of the Collector of In- 
ternal Revenue for your district. 


Respectfully, 


/s/ GEO. C. EARLEY, 
Internal Revenue Agent in Charge. 


DLA/ac. Enclosure. 


Deficiency: The Collector will present to you at 
an early date a bill for payment of the tax, together 
with interest, at which time remittance should be 
made to that official, provided you have not already 
paid the full amount due. 


* * * 


Name of taxpayer, Ross B. Hammond. 
Dated of Report: Jan. 27, 1941. 


Statement of Total Tax Liability 


Income Tax, Year: 1939; Tax Previously As- 
sessed: $3,080.51; Adjustments Proposed in This 
Report, Deficiency: $1,497.61; Correct Tax Liabil- 
ity: $4,578.12. 

ae ay * 

Note.—The amount shown in the first column of 
the above statement is the amount assessed on the 
original return, except as indicated in the follow- 
ing summary of adjustments previously made. 


Preliminary Statement 


The principal cause of the additional tax was 
overstatement of cost of one contract. 
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Changes were discussed with Mr. Hammond, who 
has executed Form No. 870 agreeing to the imme- 
diate assessment of the deficiency as shown. 

Taxpayer was a married man living with his 
wife all during the year 1939. He is the sole sup- 
port of his father who is past 83 years of age. This 
dependent makes his home with the taxpayer. 


Schedule 1—Year: 1939 
Block Adjustments 


Return Add. to Income Corrected 
2. Dividends $ 206.00 $ 206.00 
3. Interest 262.09 (b) $ 60.00 322.09 
6. Farm Loss (9,521.95) (9,521.95) 
9. Business 38,542.88 (a) 6,543.97 45,086.85 
11. Other income 63.82 63.82 
12. Total Income 29,552.84. 36,156.81 
13. Contributions 294.00 294.00 
14. Interest 663.87 663.87 
15. Taxes 498.08 498.08 
19. Total deductions 1,455.95 1,455.95 
22. Net Income 28,096.89 6,603.97 34,700.86 


Schedule 1-A 
Explanation of Items 


(a) Line No. 9, Business Income increased as fol- 
lows: 
(1) Cost of Job No. 196 overstated. . $5,000.00 
(2) Interest deduction not allowable. . 1,227.07 
(3) Club dues not allowable........ 316.90 


Total increase ......... eee $6,543.97 


(1) Cost of Job No. 196 overstated, $5,000.00. 
Amount accrued on books as a contingent lia- 


(2 


4 
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bility and charged to cost of Job No. 196. This 
accrued was made to cover estimated cost of 
bricks which were placed in 1939 but which 
were bleeding badly. It appeared as though 
these bricks would have to be replaced, but 
subsequent events proved that several washings 
were sufficient. Cost of washings were paid 
by brick manufacturer. Taxpayer has reported 
the gain on this contract on the percentage of 
completion basis and the deductions are limited 
to amounts actually expended on the job. See 
Section 19.42-4 of Internal Revenue Code. 


Interest deduction not allowable, $1,227.07. 
When the Ross B. Hammond Company, a cor- 
poration, was dissolved in 1937, there were out- 
standing against it Federal income tax assess- 
ments for several years. ‘These assessments 
were in dispute but were finally settled in the 
year 1939. This taxpayer, as transferee of the 
assets of the corporation, paid the additional 
tax including interest in the amount of 
$1,856.39. Deduction was claimed for $1,227.07 
of this amount computed as follows: 


lmatemest old! Wie cee: $1,856.39 
Accrued in 9354... 629.32 
alance (jee ee $1,227.07 


It has been held that interest paid by a trans- 
feree on deficiency of a dissolved corporation 
is not an allowable deduction to the individual. 
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See L.T. 3156 C.B. 1938-8 page 213. Also the 
appeal of Ben P. O’Niel 18 B.S.A. 1036. 


(3) Club dues not allowable, $316.90. Taxpayer is 
a member of a local club known as the Arling- 
ton Club. At various times he has used this 
club for the purpose of entertaining prospec- 
tive customers. This club is primarily a social 
club and the greater portion of the expense 
connected therewith is of a personal nature. 
No segregation was made by the taxpayer he- 
tween the portion allowable for business pur- 
poses and the portion attributable to his per- 
sonal expense. It has been estimated that 1 
is a fair allocation of the portion allowable for 
business and adjustment has been made as fol- 


lows: 
Total Arlington Club expense including dues.......................- $488.55 
Deduct taxes on dues allowable in full ....0.0.0..02... ee eeeeeeeeeee 13.20 
Balance: oc-0.2-c0.c0s0cceeaseeecdeeznccescsengduessceeseeasae ee $475.35 
Portion allocated to business 1/3 .......................eeee ee 158.45 
Portion allocated in personal 2/3 2... 316.90 
(b) Interest income increased ......................2. eee $ 60.00 


Interest on Oregon Pulp & Paper Company bonds received by 
Mr. Hammond and not included in interest shown on return. 


Schedule 2—Year: 1939 
Computation of Tax 


1. Net income from Schedule 1..........00......00...::eeseceeeeees $34,700.86 
2. Less: Personal exemption ................--.--.--- $2,500.00 
3. Credit for dependents —........ 400.00 2,900.00 
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tl einer es ee ee $31,800.86 
Setess: Harned income credit __..........----------.ce-cconeseeeneras 901.74 
7. Balance subject to normal tax........-...-----:-2cc-cceeeeees $30,899.12 
Mmmminyermal tax at 49%.........-..---..c-sececcceneceecossee $1,235.96 
Pmmemriax On Iter 4...........2.....0..cecceeceeneen ens 3,342.16 
Bee otal tax assessable _........-......--....ccc-sccccsecocseseaeeseneesneee 4576.12 
14. Tax previously assessed .........-..----------c--cc--c--ce-neeeeeneees 3,080.51 
15. Additional tax to be assessed................0.00.2220cc20cceeeeee- 1,497.61 
Computation of Earned Income Credit: 
SICA) SCC a cr $45,086.85 
LCOTVIELGL VONCT i 4 07/7 Sania eee 9,017.37 
Peatmeaeiticome credit LQG 22.2 iin se cscecceceeecetecacceenes 901.74 


PLAINTIFF’S EXHIBIT No. 15 


Treasury Department 
Internal Revenue Service 


Seattle, Washington, March 23, 1943 
Seattle Division 
[Stamp]: Ross B. Hammond Co., Received Mar. 
25, 1943. 
Mr. Ross B. Hammond 
1214 Spalding Building 
Portland, Oregon 


In re: Income Tax 

Date of Report: March 1, 1948 

Year(s) Examined: 1939 
Sir: 

There is enclosed for your information and files 

a copy of a report covering the examination of your 
income tax return(s) for the year(s) indicated, re- 
cently made by a representative of this office. You 
have indicated your agreement to the adjustment 
of tax liability shown in the report. 


| 
=~] 
bo 
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The item checked below explains briefly how set- 
tlement of the agreed tax liability will be accom- 
plished through the office of the Collector of Inter- 
nal Revenue for your district. 

Respectfully, 
/s/ A. R. STOCKTON, 
Internal Revenue Agent in Charge. 

Enclosure. 

¥* * % 

Overassessment: After the overassessment(s) 
have been certified to the Collector by the Com- 
missioner of Internal Revenue, you will receive 
a check in payment of the overassessment and in- 
terest, provided there are no outstanding taxes: 
against which the amount should be credited. 


Name of Taxpayer, Ross B. Hammond. 
Date of Report, 3/1, 1943. 

Examining Officer, Keith L. Leslie. 
Index: 


Statement of Total Tax Liability 


Year: 1939; Liability, Tax: $4,445.53; Previously 
Assessed*, Tax: $4,578.12; Adjustments Proposed in 
This Report, Tax, Overassessment: $132.59. 


*Summary of Adjustments of Assessments 
Year 1939—Income ‘Tax 
Originally assessed .....3)) eae $3,080.51 
Deficiency assessed March, 1941.. 1,497.61 


Net previous assessments. . . .$4,578.12 
* * * 


Ross B. Hammond 573 


Plaintiff’s Exhibit No. 15—(Continued) 


Preliminary Statement 


The cause of overassessment for the year 1939 
was the assessment by the State of Oregon of addi- 
tional state taxes for that period, payment of which 
was made in 1941. 


Through the taxpayer’s bookkeeper, R. Novak, 
he was advised to protect his interests by filing a 
claim for refund prior to the expiration of the 
statute of limitations on March 15, 1943. 

Agreement Form 873 was executed by the tax- 


payer. 


Schedule 1—1939 


Block Adjustments 


R.A.R. Deductions 
W207 from income Corrected 
l. Dividends.................... $ 206.00 
ee Interest.................--..... 322.09 
Bee farm 10ss.................... (9,521.95) 
6. Business income.......... 45,086.85 No change 
8. Other income............... 63.82 
0 $36,156.81 $36,156.81 
12. Contributions.............. $ 294.00 $ 294.00 
Mo. Interest...............--------. 663.87 663.87 
ee LaXeS.......-.------nc--2------- 498.08 576.51 1,074.59 
ee $ 1,455.95 $ 2,032.46 


a 34,700.86 976.51 34,124.35 
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Explanation of Items 
(14) Taxes: 

Additional tax for 1939 was assessed by the 
State of Oregon, caused through a redistribu- 
tion of income and expense proratable to busi- 
ness done within and without the State of 
Oregon for that period. The tax was paid 
in 1941. 


Schedule 2—Year Ended 12/31/39 


Computation of Tax 


Net income, from Schedule 1 -.........00.2200..2.-ceeeeeeeeeeeeeeesoeees $34,124.35 
Less: Personal exemption ..............00::c:ccceeceeo+ $2,500.00 

Credit for dependents ..................:cee:cececseee 400.00 2,900.00 
Balance (surtax net income) .......::cccc.-<----ce:---o ee $31,224.35 
Less: Earned income credit .................--------+++ $ 901.74 901.74 
Balance subject to normal tax..........0.2.:0....40. eee $30,322.61 
UNG el aX At 490) cco ccccc cacy -tcuckdninsesse eee $1,212.90 
SUL LES 0) Noho 0A! se ee, 3,252.05 
Ta ea ooo cca cc csenncadenedacuac: sce 4,445.53 
Total tax assessable .......c:..2.:ccsesccccccs00s0co $ 4,445.53 
Tax previously assessed .........2..2.-.:<:-e.e0::00/7- 4,578.12 


OverasseSSMENt <.c.ecccccccceceeceneececseenesecccocceeneecsec $ 132.59 
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PLAINTIFE’S EXHIBIT No. 16 


No. 15059-O 
Treasury Department 
Internal Revenue Service 

[Printer’s Note]: (Pencil Notation): Overas- 
sessment 3/9/48, $163.54. 

Seattle, Washington, June 25, 1941 

[Stamp]: Ross B. Hammond Co., Received June 
26, 1941. 

[Stamp]: Paid, Clerk No. 5483. Date 7/11/41. 
Seattle Division 
My. Ross B. Hammond, 

1214 Spalding Blde., 

Portland, Oregon. 
In re: Income Tax 
Date of Report: June 12, 1941 
Year Examined: 1940 

Sir: 

There is enclosed for your information and files 
a copy of a report covering the examination of your 
income tax return for the year indicated, recently 
made by a representative of this office. You have 
indicated your agreement to the adjustment of tax 
liability shown in the report. 

The item checked below explains briefly how set- 
tlement of the agreed tax lability will be accom- 
plished through the office of the Collector of In- 
ternal Revenue for your district. 

Respectfully, 


/3/ GEO. C. FARLEY, 
Internal Revenue Agent in 


ENH:AJB Charge. 
Enclosure. 
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Deficiency: The Collector will present to you at 
an early date a bill for payment of the tax, together 
with interest, at which time remittance should be 
made to that official, provided you have not already 
paid the full amount due. 


* * * 


Name of taxpayer, Ross B. Hammond. 
Date of report, June 12, 1941. 


Statement of Total Tax Liability 


Income Tax, Year: 1940; Tax Previously As- 
sessed: $6,534.29; Adjustments Proposed in This 
Report, Deficiency: $16.50; Correct Tax Liability, 
$6,550.79. 

Note.—The amount shown in the first column of 
the above statement is the amount assessed on the 
original return, except as indicated in the follow- 
ing summary of adjustments previously made. 


xa * & 
Preliminary Statement 


Year 1940 


The cause of the additional tax was the claiming 
of cost of common stock that became worthless 1n 
1934. 


The findings have been explained to Mr. Ross B. 
Hammond, who has signed agreement form 870 
herewith. 
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Taxpayer was married and living with wife dur- 
ing the entire taxable year. ‘Taxpayer provided 
the entire support of his 84-year-old father. 

Schedule 1—Year 1940 


Block Adjustments 


Additions 
Return to Income Corrected 
Som INLET ES! cecccce coc ccecee $ 386.15 $ 386.15 
Ge eanch: 1oss:.2..2:...-....:.. (10,945.87) (10,945.87) 
9. Business...................-- 47,685.22 47,685.22 
10(b). Long term loss...... (115.00) 50.00 (65.00) 
10(c). Loss on sale of 
equipment......... (936.90) (936.90) 
ota exces ceccdieedseen $36,073.60 $36,123.60 
13. Contributions............. 381.00 381.00 
ATP C RES. oececcccn nv cs 20s. 513.22 513.22 
Ie NO Soo loea sis. oc cetzsezc.. 2.009,00 2,385.83 
Ly 2 $ 3,280.05 $ 3,280.05 
22. Net income ................ $ 32,793.55 50.00 $32,843.55 


Schedule 1-A—Year 1940 
Explanation of Items 


Line 10(b) Net long-term loss decreased. . . $50.00 
Taxpayer purchased capital stock of the Kast- 
moreland Company in 1929 as follows: 

5 Shares of preferred......... $250.00 
i Share of “commons. .....-. 100.00 


SCN o> ot. oe $350.00 
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During the year 1934 the bondholders fore- 
closed on the properties of that corporation, 
leaving the common stock worthless and a nomi- 
nal amount to apply on preferred stock. 
Taxpayer has received liquidating payments on 
his preferred stock, the final having been re- 
ceived in 1940. Inasmuch as the common stock 
became worthless in 1934, its cost is not to be 
considered in the final liquidation. 


Cost. of preferred stock 1929... $250.00 

Diguidation im VO27 ir... eee $75.00 

Liquidation in March 1940..._........-....--------- 45.00 120.00 
NOSSO a $130.00 
90% allowable: 2....0c.cc:.cnccue eee 65.00 


Schedule 2—Year Ended Dec. 31, 1940 
Computation of Tax—Internal Revenue Code 


1. Net income (from Schedule 1)..........00.......ccceeeeeeeeeeee $32,843.59 
2. Less: Personal exemption ..........-....0:00--+: $2,000.00 
Saeeecredit for dependents 2.022... 400.00 2,400.00 
4) Balance (strtax net income)... - $30,443.55 
©, Less: Earned income credit................ 953.70 
Balance subject to normal tax........222 eee $29,489.85 
8. WNormaletaxcat 4.95. ....,...5. eee $1,179.59 
Q. [Stier ee 4,773.07 
10(a): Votalttaxae. 8 coe $ 5,952.66 
10(b). Total tax (alternative tax in case of a net long- 
term gain or loss) (from Schedule 2-A)............ Bo o20 
Jl. Defense tax (10% of above)........... 22 595.93 
12., Total income and defense taxes......1 eee 6,550.79 
15 otal tax assessable 2.2... 6,550.79 
16.” Vax previously assessed © _....._-.:.......... 6,534.29 


17. Additional tax to be assessed....................-----------eeeeeee-- 16.50 
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Schedule 2-A—Year 1940 
Alternative Tax Computation 


lemeNet income, schedule Ws eee ieee ccclassennsectceseeanas: $32,843.55 
Mlereracia= Wons term loss. 232. eee ate ee 65.00 
DR Eoin Ty meh WMCOME! .......-2ceceeemeens ee ee were 32,908.55 
4. Less: Personal exemption ................-------- $2,000.00 
peeecredit for dependent 22.2... ee 400.00 2,400.00 
COMM MCh. MICOMIE: feet ace ces 3-1 <a. eee $30,508.55 
Cmabarwed imcOme Credit <..0:2)202 2. s.cc. 22 eee coc 953.70 
C@Normal tax net Income:.................2.2 ee 29,554.85 
TN OTe aE ISL Ba a ig eA er cree eee enna St ee $ 1,182.19 
SUEDE CONTR 1 CY 0) ae eee enc) ee 4,792.57 
Espana) Gb eae eee a epee sie ee... 4a eee 9,974.76 
me tee (aD O VG a... 2c. ce eats at a2 cana. 215s <2 hc eee 19.50 
PAM arn Aelia os. 205 coo Soe Se once obser s.cvzs.s sac oe, We eeee es coe 5,999.26 
otal tax, line 1O0(a), Schedule 2... 5,952.66 
elfcaexcaa late tye 2c teen cover cee enone 7 kk $ 5,955.26 


PLAINTIFE’S EXHIBIT No. 17 


Treasury Department 
Internal Revenue Service 


Seattle, Washineton, March 23, 1943 
[Stamp]: Ross B. Hammond Co., Received Mar. 


25, 1948. 

Seattle Division 

Myr. Ross B. Hammond 

1214 Spalding Bldg., Portland, Ore. 


In re: Income ‘Tax 
Date of Report: March 1, 1945 
Year(s) Examined: 1940 


Sir: 


a 


There is enclosed for your information and files 
copy of a report covering the examination of 


582 J.W. Maloney vs. 

Plaintiff’s Exhibit No. 17—(Continued) 
Schedule 2—Year ended 12/31/40 
Computation of Tax 
Net income, from Sehedule | _......02.....0-ceccccccecceeeeeeaee en $32,406.30 

Less: "Personal exemption 2:.......2--:24-e.-- $2,000.00 

Credit tor dependentsgeet.......2seee 400.00 2,400.00 
Balance (siiriax net income) -......2.........ee- $30.006.30 
Leess: Earifed incém@iegeredit..............285... 2. 953.70 
balance subyect to nonmel tag... 202. = ee $29,052.60 
Normal taxtat 4o0%.0.. 20 i.. eee $1,162.10 
Surtax OW e450 00S sO ae... 4,641.89 
Ite ct le cs 6 earn ce Oo Ce rey 0 cn. 5,803.99 
Total tax (alternative tax in case of a net long-term gain 

OT LOSS) ec eo cenee cco eee ee ee 5,806.59 
Wetense tax—-10% ....2.hc ln 580.66 
Totalaincome and defense taxes...22.22.2:2:22.-2 ». 6,387.25 
M@omalitax assesgalsle .....:.2c:.c.:)cccteadectueeanse-2esesane ee O:361.29 
Wesa@previously @sesBed ........052.2ee cesses oe ee 6,550.79 
vretassessimO@il 2. .0c.0c.1s<cisene nt eee $ 163.54 


Schedule 3—Year ended 12/31/40 
Computation of Alternative Tax—1938 Act or I.R.C. 


Netwimeome, from Schedule |.......c:c.0.20::02::0220c0.c-0 ee $32,406.30 
Plus: Net loma:termploss ......02.2..02..0c000000- 65.00 
Ordinary ‘fet TACOME ..........2.-.c-0+--ces.ecceaeereeascttene-napess agen eT nO 
Less: Personal exemption ...............2---+--+-+--+----82,000.00 

Credit for d@pendents 22222::eccc---ce eee 400.00 2,400.00 
Balance (surtax met income) ..:-:-...0.00000-----csecee ee $30,071.30 


Less: Harned income Credit ....................---1....-- ee 953.70 
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Beagenpes sulajegt to ormmed 1ORe...................c. esse sccsteeeces seedy $29,117.60 
PWatirvil Vt AME nsec $1,164.70 
Pumiaerair €30.07).20: ...... 4,001.50 
PO TI ses wun «ck cc Ree eRe va da sins ents 5,820.00 
Minus: 30% of net long-term: loss ................. ee ee: 19.50 
cc ee. § 5,800.59 


PLAINTIEICS EXHIBIT 1s 
Treasury Department 
Internal Revenue Serviee 
Seattle, Washington, 
Mareh 23, 1948. 
Seattle Division 
[Stamp]: Ross B. Hammond Co., Reeeived Mar. 
BR, 1945. 
Mr. Ross B. Hannnond 
1214 Spalding Building 
Portland, Oreven 
In re; Ineonve Tax 
Date of Report: Mareh 1, 1943 
Year(s) texamined: 19-41 
uae 
There is enclosed for your information and tiles 
a eopy of a report eovering the examination of your 
income tax return(s) for the vear(s) idieated, re- 
eently made by a representative of this offiee. You 
have indieated vour agreement to the adjustment of 
tax hability shown in the report. 


The item eheeked below explains brietly how set- 
tlement of the agveed tax Hability will be aeeom- 
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Plaintiff’s Exhibit No. 18—(Continued) 


plished through the office of the Collector of Inter- 
nal Revenue for your district. 
Respectfully, 
/s/ 8S. R. STOCKTON, 
Internal Revenue Agent in Charge. 
Enclosure. 
Se Be Ee Sg 
[x] Deficiency: The Collector wil! present to you at 
and early date a bill for payment of the tax, to- 
gether with interest, at which time remittance 
should be made to that official, provided you 


have not already paid the full amount due. 
ee oo Sy 8 


Statement of Total Tax Liability 


Name of Taxpayer, Ross B. Hammond. 

Date of Report: 3/1/1948. 

Examining Officer: Keith L. Leslie. 

Year: 1941; Liability Tax, $6,663.03; Previously 
Assessed*, Tax: $6,384.09; Adjustments Proposed 
in This Report, Tax, Deficiency: $278.94. 

ae *¥ * 


Preliminary Statement 


Cause for additional assessment was the disallow- 
ance of a deduction for Oregon State excise taxes 
applicable to years 1939 and 1940. 

Credit has been given on account of the inclusion 
of gain on exchange of automobile, erroneously in- 
cluded as income by the taxpayer. 

In the absence of Mr. Hammond, who is in Cali- 
fornia, the changes were discussed with his book- 
keeper and agreement Form 870 is attached hereto. 


10. 
1. 
Wee 
iS. 


17. 
18. 


(13) 
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Plaintiff’s Exhibit No. 18—(Continued) 
Schedule 1—1941 
Block Adjustments 


Return 
Interest.<.......... 195.69 
Net business 
PICO fee cr eens ste: 25,066.50 
Net farm 
WACOME......-c.2--.- 2,229.29 
tn ee 27,485.48 


[ Penciled] : 549.7096 
Contributions... 350.00 


Interest............. 452.47 
MEAS. ..c0..d02.00s-. 2,304.03 
es os 02 3,156.50 


Net Income....... 24,328.98 


Additions Deductions 
toincome from income Corrected 


195.69 
432.61 24,633.89 


2,223.29 
[ Penciled] : 26,857.18 


[Penciled in margin] : 539.1436 
21,052.00 

{ Penciled] : 541.0574. 

350.00 

452.47 

1,013.76 1,340.27 


2,142.74 
1,013.76 432.61] 24,910.13 


Schedule 1-A 


Explanation of Items 


(8) Net business profits: 432.61. 

Gain realized on trade-in of automobile on 
12/31/41 was erroneously reported as income 
on line 8. (Detailed in Schedule G of return) 
Section 19.112(b) (1)-1, Regulations 103 pro- 
vides for nonrecognition of gain from this 
type of exchange but the gain realized is used 
as an offset against the cost of property ac- 


quired. 


Taxes: Taxpayer, who is on an accrual basis, 


deducted as a 1941 expense, the state income 
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taxes accruable in the prior year. This re- 
sulted in an excess deduction, computed as 
follows: 


Deducted on return, state income tax accruable in 1940....$2,065.58 


Correct state income tax accruable 194] .000020.. oo... cece cece eee 1Gar.82 
Excess: deduction 222..ccc2--ceccccseceeseseoeecee ee $1,013.76 


Schedule 2—Year Ended 12/31/41 


Computation of Tax 


Net income, from Schedule 1..002....0.....0...22-..2.220eeeeceeeeeeeceee ee $24,910.13 
Less: Persona] exemption ..............-.-.-.0--ssceseees $1,500.00 
Credit for dependents ..........-...-..-..ss00-000-+ 400.00 1,900.00 
Surtax: net ICOM ....cc-occsc.e.c-see-se-ssces ee $23,010.13 
Less: Interest on Government obligations....................-..00+ 045.91 
Balance subject to normal tax..2.2..-....2:2-2e eee $22,464.22 
INowmal tax at AGp 22.) ee $ 898.57 
Sintaxon o23-Cl0.) 3... eee oe eee 5,764.46 
Mavala 220506 vce... on, dee, ee 6,663.03 
(Correct income: tax liability 2.2.22.2. 6,663.03 
"Pax Sa SSESSEC. 2 onccicsececencocenscesnsetercseel: ce 6,384.09 
Dehcieney 2) aot $ 278.94 
{Penciled]: 25,066.50 
2 
501.330 


| Penciled]: 24910.13 
20 


498 .20260 
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PLAINTIFF’S EXHIBIT No. 19 


Treasury Department 
Internal Revenue Service 


Seattle 4, Washington, 
November 6, 1944. 
Seattle Division 


[Stamp]: Ross B. Hammond Co., Received Nov. 
7, 1944. 


My. Ross B. Hammond 
1241 N. Williams Avenue 
Portland, Oregon 


Dear Mr. Hammond: 


I enclose a copy of the report of the examination 
of your income tax returns for the years shown be- 
low. After consideration by this office, the follow- 
ing adjustment of your tax lability appears to be 
warranted, for the reasons stated in the report: 


Year: 1941; Overassessment, $6,536.10. 


If You Agree to this adjustment, the enclosed 
form of acceptance should be executed and for- 
warded to this office promptly, in order that a cer- 
tificate of overassessment may be issued without un- 
necessary delay. 

If You Do Not Agree to the proposed adjustment, 
you may file a protest executed in triplicate under 
oath, with this office, within 30 days from the date 
of this letter, stating the grounds for your excep- 
tions. Any protest so filed will have careful consid- 
eration and, if you so request, an opportunity for 
a hearing in this office will be granted you. This 
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office will be pleased to answer any questions which 
may oecur to you in your examination of the en- 
closed copy of the report. 


Should you fail to file with this office within the 
30-day period mentioned either an acceptance of 
the adjustment on the enclosed form or a written 
protest, a recommendation will be made to the Com- 
missioner of Internal Revenue that a certificate of 
overassessment be issued in the amount stated 
above. 


Your prompt acknowledgment of the receipt of 
this letter and related papers upon the enclosed 
form will be much appreciated. 


Respectfully, 


/s/ 8S. R. STOCKTON, 
Internal Revenue Agent in Charge. 
Fnclosures: 


Report of examination. 

Form of acceptance. 

Form of acknowledgment. 
JAS :MP 


Statement of Total Tax Liability 


Name of Taxpayer, Ross B. Hammond. 
Date of Report, August 29, 1944. 
Examining Officer, W. G. Williams. 


Index: 

Year, 1941: Liability Tax, $126.93; Previously 
Assessed*, Tax: $6,663.03; Adjustments Proposed 
in This Report, Tax, Overassessment: $6,536.10. 
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*Summary of Adjustments of Assessments 


Year. 
Originally assessed—No. 519000.......... $6,384.09 
Deficiency assessed, 1943 to Apr. 30...... 278.94 
Net Previous Assessments.......... $6,663.03 

o x & 


Preliminary Statement 


The overassessment is caused by the improper 
accrual on the return of Oregon State income taxes. 


The taxpayer filed claim for refund on Form 843 
based upon an additional accrual of Oregon State 
income tax. The claim is held allowable. The over- 
assessment claimed was increased in this report by 
reason of reallocation of profits derived from con- 
struction contracts, a portion of the profits reported 
for 1941 being held properly taxable for 1942. 


The changes made in this report were explained 
to Mr. Robert T. Jacob, agent for the taxpayer. 
An Agreement Form was not signed. 


The taxpayer was married and living with his 
wife during the entire year 1941. Credit for de- 
pendency was claimed for total support of the tax- 
payer’s aged father, who was physically incapable 
of self-support. 
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Schedule 1—Year: 1941 
Item Adjustments 


Original Deductions 

: R.A.R. from Income Corrected 

BemmIATeNeSt.. <.cccvesnsssoncceee- $ 195.69 $ 195.69 
BMS NESS 2.22.6.<cc.25c0500 24,633.89 $20,448.39 4,185.50 
OM Parimraneome. 2-..-2¢-<-. 2225.29 2223.29: 
Gi Moral income........2-.. $27,052.87 $20,448.39 $ 6,604.48 
11. Contributions............. 350.00 350.00 
2 einterest...c. cscs 452.47 452.47 
SMe axeS oon hee 1,340.27 L245 2512.70 


17. Total deductions........ $ 2,142.74 $ 1,172.43 $ salo.l7 


22@y Netanecme. === $24,910.13 $21,620.82 & 3,209.31 


Schedule 1-A—Year 1941 
Explanation of Items 


Item 8—Business Income 


The taxpayer computed business income as fol- 
lows: 


Income from construction contracts .....................-.e--ee---00-" $49,574.91 
Rentalwof equipment .......:-2..-cccg-:se ee 4,500.00 
Interest received .............-....:.--ccetessesestee ee 96.14 
Discommts taken .ccc.:.s0c.080sc¢0.00ccscsceeecueces ee 1,281.18 
Miscellaneous income .............:c---cceceseeeeee-e 309.76 
Gain on sale of fixed assets .........--..2:-c:cce:0c--- 182.05 
$56,944.52 
Less: Overhead expenses .....-..-.-.-c-ce-c:ce0e0s-- 31,478.02 
Net income reported from business..............--2.---:--2--s-cs-0++ $25,066.50 
Gain on exchange of automobile held non-taxable in the 
original RAR 222.222 432.61 


Amended net income from business, original RAR............ $24,633.89 
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In Exhibit ‘‘A’’, RAR on examination of the 1943 
return, the profits from construction—contracts al- 
locable to 1941 are reduced as follows: 


Milwaukee Housing Project Job. No. 207: 
Profit per books and return......6 7,725.91 
Profit as amended .....................- 4728.50 


ee Ger ee iene $ 2,997.58 


Troutdale Aluminum Plant—Job No. 208: 
Profit per books and return......$23,544.42 
Profit as amended .................... 6,093.61 
[SRIF ESISS ELIS a eee a ee ON er $17,450.81 


Total decrease of profit reported from construction con- 


(ESWC RS celle a eee en eer et $20,448.39 


Amended profit from construction contracts................------ $ 4,185.50 


Ttem 138—T axes 


The taxpayer claimed deduction for State of Oregon in- 


CoMmeuax in the amount Of.....:.2 2 eee $ 2,065.58 
In the original RAR this deduction was decreased by the 

amount of such taxes accruable for prior years............ 1,013.76 
Balance held allowable as a deduction...................22..-.------- $ 1,051.82 


In 1943 the Oregon State Tax Commission audited the tax- 
payer’s 1941 State income tax return, assessing as a re- 
sult thereof additional 1941 tax of which was paid. The 
additional tax is held to be a deductible accrual as at 
LC reverse ays lh “10k 2410 Ik eRe ee eee eee 1,172.43 


flowable deduction for VO4) ...22o.2ccicc. ce icceces cence $ 2,244.25 
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Schedule 2 


Computation of Tax 


Tl. Net income, from Schedule ] .2 2 $3,289.31 
2. Iuess: Personal exemption 2... 22.2 ee $1,500.00 
Credit for dependents .............--.-----+---+-- 400.00 1,900.00 
3. Suptax net MCOME ~....2.c22cc0-.22ecceece-ceceneeeoedes $1,389.31 
4. Less: Earned income credit........22..2.. 300.00 
5. Balance subject to normal tax2_....... 2. 2 eee $1,089.31 
o. Normal tax al 4 percent== ==. ee $43.75 
4, outlax Onmitem) 3... ee 83.36 
10: Correct income tax liability .............. eee 126.93 
ll. Tax assessédl ....0e eee 6,663.03 
12. Overassessment of income tax ...........2..:.---:cceeeeeseeecceeee ee $6,536.10 


District of Oregon. 
Acceptance of Proposed Overassessment 


The following overassessment or overassessments 
of tax are hereby accepted as correct: 


Taxable year ended, 1941, income tax in the sum 
of $6,536.10, amounting to the total sum of 
$6,536.10, as indicated in the statement furnished 
the undersigned taxpayer(s) under date of 10/6/44. 


ROSS B. HAMMOND, 
Portland, Oregon. 


Note: The execution and filing of this acceptance 
at the address shown in the accompanying letter 
will expedite the indicated adjustment of your tax 
liability. This acceptance is not an agreement as 
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provided under section 3760 of the Internal Reve- 
nue Code. 

If this acceptance is executed with respect to 
a year for which a Joint Return of a Husband and 
Wife was filed, it must be signed by both spouses, 
except that one spouse may sign as the agent for 
the other. 

Where the taxpayer is a corporation, the agree- 
ment shall be signed with the corporate name, fol- 
lowed by the signature of such officer or officers 
of the corporation as are empowered to sign for 
the corporation, in addition to which the seal of 
the corporation must be affixed. 


PLAINTIFE’S EXHIBIT No. 20 


Treasury Department 
Internal Revenue Service 
Seattle 4, Washington, 
November 6, 1944. 
[Stamp]: Ross B. Hammond Co., Received, Nov. 
7, 1944. 
Seattle Division 


Mr. Ross B. Hammond 
P. O. Box 3901 

1241 N. Williams Avenue 
Portland, Oregon 


Dear Mr. Hammond: 

I enclose a copy of the report of the examination 
of your income-tax returns for the years shown 
below. After consideration by this office, the fol- 
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lowing adjustment of your tax lability appears to 
be warranted, for the reasons stated in the report: 


Year, 1943; Deficiency, $145,537.77. 


If You Agree to this adjustment, the enclosed 
form of waiver should be executed and forwarded 
to this office promptly, in order to permit the early 
assessment of the additional tax and to stop the ac- 
cumulation of interest. Such interest will cease 30 
days after the receipt of the executed form, or 
upon the payment of the additional tax to the col- 
lector, whichever occurs first. 


If you desire to make immediate payment of the 
additional tax without awaiting assessment, you 
should forward your remittance to the Collector of 
Internal Revenue at Portland 9, Oregon, enclos- 
ing this letter, or a copy thereof. Interest on the 
additional tax should be included in your remit- 
tance, computed at the rate of 6 per cent per annum 
from the due date of the first installment to the 
date of payment. 


If You Do Not Agree to the proposed adjust- 
ment, you may file a protest, executed in triplicate 
under oath, with this office, within 30 days from the 
date of this letter, stating the grounds for your ex- 
ceptions. Any protest so filed will have careful con- 
sideration, and, if you so request, an opportunity 
for a hearing in this office will be granted you prior 
to final determination of any deficiency against 
you. This letter is not a final notice of deficiency, 
and this office will be pleased to answer any ques- 
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tions which may occur to you in your examination 
of the enclosed copy of the report. 


Should you fail to pay the additional tax to the 
collector of internal revenue or to file with this 
office within the 30-day period mentioned either a 
waiver on the enclosed form or a written protest, 
final determination of your tax lability will be 
made and a notice of deficiency will be sent you 
in accordance with the provisions of law applicable 
to the assessment and collection of income and 
profits-tax deficiencies. 


Your prompt acknowledgment of the receipt of 
this letter and related papers upon the enclosed 
form will be much appreciated. 


Respectfully, 
/3s/ 8. R. STOCKTON, 


Internal Revenue Agent in 
Charge. 
Enclosures: 
Report of examination. 
Form of waiver. 
Form of acknowledgment. 


JAS :MP 
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Name of Taxpayer, Ross B. Hammond. 
Date of Report, August 29, 1944. 


Examining Officer, W. G. Williams. 


Statement of Total Tax Liability 


Index: 
Year: 1943; Adjustments Proposed in This Re- 
port, Tax, Deficiency: $145,537.77. 


* * * 


Preliminary Statement 


The cause of the additional tax was an improper 
computation of profits from construction contracts, 
and the claim of a partnership status for the tax- 
payer’s business, Ross B. Hammond Company. 


The changes made in this report were explained 
to Mr. Robert T. Jacob, agent for the taxpayer. 
Agreement Form 870 was not signed by the tax- 
payer. 

The taxpayer was married and living with his 
wife during the entire period covered by the ex- 
amination. Credit for dependency of the taxpay- 
er’s aged father, physically incapable of self-sup- 
port. 


The taxpayer and his wife, Katherine 8. Ham- 
mond, filed separate returns. The entire personal 
exemption was claimed on the return of the tax- 
payer; none was claimed on the return of his wife. 


Additions Deductions 
Return toincome from income 
e Interest................. $ 91.64. 
6. Farm operation.... (2,688.19) 
7. Annuities.............. 20.04. 
8. (a) Sale cap. 
assets......... 1,751.09 S23¢00L 
(b) Sale other 
assets......... (4,755.42) $ 4,755.42 
9. Business................ 149,089.15 174,884.99 
11. Total income......... $143,508.31 $179,640.41 $2,377.71 
12. Contributions........ 900.50 
13. Interest.................. 3,881.84 323.61 
18. Total deduc........... $ 4,842.13 $ 323.61 
22. Net income............ $138,666.18 $179,964.02 $2,377.71 
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Schedule 1—Year: 1942 


Item Adjustments 


Schedule 1-A 
Explanation of Items 


Item 8 (a)—Sale of Capital Assets 


O97 


Corrected 
$ 91.64. 
(2,688.19) 
20.04 


(626.62) 


323,974.14 
$320,771.01 
900.50 
3,000.20 

$ 5,418.52 


$316,242.49 


During the year 1942 the taxpayer sold at a loss 
two parcels of real estate which were not used in 
the taxpayer’s trade or business. The loss sustained 
was claimed in the return at 100% thereof as being 
sustained by a sale of property, other than capital 


assets. 


The term ‘‘capital assets’? is defined in the In- 
ternal Revenue Code, effective for 1942, as being 
property held by the taxpayer (whether or not con- 


598 J.W. Maloney vs. 
Plaintiff’s Exhibit No. 20—(Continued ) 


nected with his trade or business) but does not in- 
clude stock in trade of the taxpayer or other prop- 
erty of a kind which would properly be included 
in the inventory of the taxpayer if on hand at the 
close of the taxable year, or property held by the 
taxpayer primarily for sale to customers in the 
ordinary course of his trade or business, or prop- 
erty, used in the business, of a character which is 
subject to the allowance for depreciation.** 


The real estate sold by the taxpayer does not 
fall within the above-described exceptions and must 
therefore be held to have been capital assets in the 
hands of the taxpayer. The deductible loss 1s com- 
puted as follows: 


Sale price, less expenses of sale. .$ 1,389.90 
Cost. 2645.5 eee eee 6,145.32 


Loss sustained on sale.......... $ (4,755.42) 
50% deductible, the assets having 

been held more than 6 months $(2,377.71) 
Long term capital gain reported. 1,751.09 


Net capital loss as amended..... $ (626.62) 
Net capital gain reported....... 1,751.09 


Reduction of incone----. > ee Oo 2o0letl 


Item 8(b)—Sale of Other Than Capital Assets, 
$4,755.42, Transferred to Item 8 (a). 


Ross B. Hammond 599 
Plaintiff’s Exhibit No. 20—(Continued) 


Item 9—Income from business. 


The taxpayer is engaged in constructing biuild- 
ines and in other construction work. The business 
is carried on as a sole proprietorship, operating 
under the assumed business name, Ross B. Ham- 
mond Company. The business was acquired by 
the taxpaver December 30, 1937, at the dissolution 
of the corporation, Ross B. Hammond, Ince., of 
which the taxpayer was the sole stockholder. 

The year 1938 was the taxpayer’s first year of 
operation of the business as a sole proprietorship. 
The taxpayer had the mght to elect in that year 
the accounting method to be used as a basis for 
reporting the profits derived from long-term con- 
struction contracts. The taxpayer’s books were 
kept on the accrual basis. Only one contract was 
operated in 1938, the construction of the State Capi- 
tol Building, Salem, Oregon. Construction under 
this contract was begun by the corporation and 
completed in 1939 by the taxpayer. In the taxpay- 
er’s 1938 return the profits earned from the con- 
tract were reported on the basis of percentage of 
completion. The computation was made in the re- 
turn by estimating the total profit to be received 
from the contract, applying thereto the per cent of 
completion, as determined by the engineers (98.3), 
and deducting from the result the profit reported 
by the corporation. The estimated profit was de- 
termined by subtracting from the estimated total 
income from the contract the expenditures made 
to December 31, 1938, plus the estimated amount 
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to be paid in 1939. The 1938 profit was computed 
in the same manner in the taxpayer’s books. 


For the vears 1939, 1940, 1941, 1942, and 1943 
the taxpayer made no attempt to keep the books 
or to prepare the returns upon the basis of percent- 
age of completion. The contract accounts were 
kept and the returns prepared upon an attempted 
accrual basis. Proper accruals were not, however, 
entered in the contract accounts in the books. The 
income received was not properly accrued; cost 
of materials, for which the taxpayer was not re- 
imbursed, was not set up as prepaid expense. The 
lack of proper accrual accounting resulted in a 
distortion of profits as between the vears included 
in the period of construction. 


The question as to whether the taxpayer may 
change from an established basis for reporting 
profits derived from long-term constructions con- 
tracts to a different basis without first securing 
the permission of the Commissioner was decided 
in the case of Ross B. Hammond, Inc., 36 BTA 
498, in which it was held that the corporation could 
not change from the completed contract basis, upon 
which it had previously filed its returns, to the per- 
centage of completion basis. Upon which the re- 
turn under examination was filed, without first ob- 
taining such permission. 


If permission has been granted the taxpayer 
to change his basis of accounting, evidence of such 
permission has not been made available to the ex- 
amining officer. Regardless of whether such per- 
mission was granted, the taxpayer’s method of ac- 
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counting does distort the yearly profits. It would 
be extremely difficult at this time to place the tax- 
payer’s accounts upon a true accrual basis or to 
determine the per cent of completion of the total 
of any contract at the close of any of the years 
under examination. The engineer’s estimates show 
the per cent of completion of each of the many com- 
ponent items specified in the contracts not of the 
total contract. 


Section 41 of the Internal Revenue Code pro- 
vides: ‘‘The net income shall be computed upon 
the basis of the taxpayer’s annual accounting pe- 
riod * * * in accordance with the method of ac- 
counting regularly employed in keeping the books 
of such taxpayer; but if no such method of account- 
ing has been so employed, or if the method em- 
ployed does not clearly reflect the income, the com- 
putation shall be made in accordance with such 
method as in the opinion of the Commissioner does 
clearly reflect the income.’’ 


The distortion of profits must be eliminated m 
order to more clearly reflect the true income for 
each of the years under review, and, as neither the 
true accrual method nor the true percentage of com- 
pletion method can now be strictly applied, the only 
recourse to arrive at a proper and proportionate 
profit is to compute the yearly profit for each con- 
tract by applying to the yearly income of each con- 
tract the per cent which is the ratio of the total 
profit derived from the contract to the total income 
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received from the contract. This method had been 
applied in Exhibit ‘‘A,’’ and approximates the 
method established by the taxpayer in his 1938 re- 
turn. 


Salary of Son: 


The taxpayer employed his son, William A. Ham- 
mond, mm his business operated as Ross B. Ham- 
mond Company, paying for his services in 1942 a 
salary of $7,500.00. On December 31, 1942, the tax- 
payer caused a journal entry to be made chare- 
ing Jobs 208 and 210 with the amount of $37,- 
129.66, which was credited to Accounts Payable, 
on behalf of W. A. Hammond. W. A. Hammond 
had no personal or drawing account in the books. 
The amount remained in the control accounts pay- 
able until December 31, 1943, when the amount was 
transferred from Accounts Payable to credit of 
‘‘Ross B. Hammond, Capital.’’ This additional sal- 
ary was not deducted as an expense in the determi- 
nation of the of the net profit from the business 
used as the basis for division of profits to H. M. 
Mason and A. V. Petersen. The salary was never 
paid. In Exhibit ‘‘A’’ the amount of the additional 
salary, $37,129.66, is restored to income received 
from Jobs 208 and 210. The salary paid W. A. 
Hammond, in the amount of $7,500.00, is allowed 
to remain as a deduction in the expenses charged 
to Jobs 208 and 210. 
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Net profit reported in the return from contracts, 


JES TAA 97 MIG ee Nos NR oe $195,680.63 
BUD recess pete Mpa ees ste ree POs 2A ced 20 eee 1Sis.57 
Profit from Job 204—not listed in Exhibit A............0.... 127.30 

$197,323.50 


Less: Overhead expenses, not allocated 
RemCONtCacts <2... -32 i221, 1s. ee $ 48,557.96 
Taxes, deducted on line 14 of the return 323.61 $ 48,234.35 


Amount reported on line 9 of the return...............-..-------- $149,089.15 


Amended contract profit, Exhibit A.......... $370,889.23 
Add: Discounts taken .................--.-.-..------- 1,515.57 
Front trom Job No, 204.............:.<.<ccesceccce 127.30 
$372,532.10 
Deduct unallocated overhead expense........ 48,557.96 323,974.14 
| SHGTP SSIES xe eae ee ee oR ROMER ec cle re $174,884.99 


Item 14—Taxes 

Taxes deducted on line 14 of the return, included 
in the unallocated overhead $48,557.96, in Item 9, 
above. 


Schedule 2 
Computation of Tax 


le Netincome, from Schedule eee. coco $316,252.49 
2.) ess: Personal exemption ...22----..-.--. $1,200.00 

Credit for dependents.................----+-+++ 350.00 1,550.00 
MMS tc a TIGL MINN C OMG: See: .c 2. copes c eee eco Sees ccc saesccuees $314,702.49 
dmisess= sarmea@eamcome CTedit.....cccsec-ceecces ceca seneeeen-ee 1,400.00 
5) Balance subject to tormall tax... 2... $313,302.49 
O.Normal tax at © percent... $ 18,798.15 
Fi, Saas eect (00s ee eee eee 233,196.04 


lOaeCorrect imcome tax liability .-.25..-.....-<.01.caaerenern $251,994.19 
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Adjustments to Net Income 


Income Tax Victory Tax 
Net Income Net Income 
Net income as disclosed by return........ $125,662.41 $128,086.05 
PSCOULE CLEC bette Oe 2 ea vec astos esse 78,224.01 80,647.65 
Net adjustment as computed below........ 47,438.40 47,438.40 
Nontaxable income and additional 
deductions: 
(1) Business income ..................--.00...-+- § 47,438.40 $ 47,438.40 
Net adjustment as above..............----------- $ 47,438.40 $ 47,438.40 


Schedule 3-A 
Explanation of Items 


(1) Business Income 
Partnership 


At the time the 1943 individual return of Ross 
B. Hammond was prepared, Mr. Hammond also 
caused to be prepared and filed partnership re- 
turns for the years 1942 and 1943, to conform to 
a partnership agreement entered into under date 
of February 3, 1942, by Ross B. Hammond and his 
son, William A. Hammond. he partnership agree- 
ment was predicated upon the sale by Ross B. Ham- 
mond to William A. Hammond of one-fourth of 
the net assets of Ross B. Hammond Company, 
which, prior thereto, was a sole proprietorship 
owned by Ross B. Hammond. Partnership profits 
were to be distributed, 75% to Ross B. Hammond, 
and 25% to William A. Hammond. Each party was 
to have an equal voice in the control of the business 
and operation of the partnership. In payment of 
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one-fourth of the net assets of the business, Wil- 
ham A. Hammond gave his note to Ross B. Ham- 
mond. 

Ross B. Hammond was paid a yearly salary of 
$7,500.00, which was charged in the books to the 
account, ‘‘Office Salaries.’? December 31, 1943, this 
amount was transferred to ‘‘Ross B. Hammond, 
Drawing.’’ At the close of 1943 the entire profits of 
the business were credited to the account, ‘‘ Ross B. 
Hammond, Capital.’’ 

The individual returns of Ross B. Hammond and 
William A. Hammond, prepared for 1943, each re- 
ported their distributive shares of partnership 
profits. 

The books of the sole proprietorship were con- 
tinued without change in accounting. The drawing 
account and capital account remained under the 
name of Ross B. Hammond. No personal, draw- 
ing or capital accounts were set up for Wilham A. 
Hammond. 

Under date of February 3, 1942, Ross B. Ham- 
mond entered into agreements with H. M. Mason 
and A. V. Petersen, whereby Mason and Petersen 
were to participate in the profits of Ross B. Ham- 
mond Company in the ratio of 20% in the case of 
Mason and 15% in the case of Petersen. ‘These 
agreements were entered into by Ross B. Hammond 
as an individual. 

The salary of William A. Hammond, $7,500, was 
deducted as an expense of the bsuiness to determine 
the profits upon which were based the participations 
of Mason and Petersen. This salary was considered 
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adequate compensation for the services of William 
A. Hammond and William A. Hammond was with- 
held from both Mason and Petersen. 

The agencies of the United States, with which 
Ross B. Hammond executed construction contracts, 
were not informed of the partnership status of 
Ross B. Hammond Company. Ross B. Hammond 
represented to these agencies, by affidavit, that he 
was an individual operating under the name and 
style of Ross B. Hammond Company. Such repre- 
sentations were also made to all other parties with 
whom Ross B. Hammond executed construction con- 
tracts or had other business relations. 

Ross B. Hammond represented to the officials of 
the United States National Bank of Portland, 
Oregon, from whom he borrowed large sums of 
money for use in his construction contracts, that 
he owned all the assets of Ross B. Hammond Com- 
pany. He made no representations to the bank that 
Ross B. Hammond was being operated as a part- 
nership. 

The bonds required of Ross B. Hammond in the 
execution of his construction contracts were exe- 
cuted by the General Casualty Company of America. 
Ross B. Hammond represented to the bonding com- 
pany that the assets of Ross B. Hammond Company 
were owned solely by him. 

Subsequent to February 3, 1942, Ross B. Ham- 
mond purchased securities, in his own name, with 
funds of Ross B. Hammond Company. In January, 
1943 Ross B. Hammond purchased a tract of real 
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estate with a building thereon, at 1241 N. Williams 
Avenue, Portland, Oregon, the site of the present 
office of Ross B. Hammond Company. This pur- 
chase was made with funds of Ross B. Hammond 
Company. ‘litle was passed to Ross B. Hammond. 

On January 4, 1937, Ross B. Hammond filed an 
assumed business name certificate with the clerk of 
Multnomah County, Oregon, making affidavit that 
he had the sole interest in or the sole operator of 
the business of Ross B. Hammond Company. An 
assumed business name certificate showing the true 
owners and operators of the business of Ross B. 
Hammond Company to be Ross B. Hammond and 
William A. Hammond was never filed with the 
clerk of Multnomah County, as required by Section 
43-504 of the Oregon statutes whenever a change 
in ownership occurs in any busimess operating 
under an assumed business name. 

The checking account of Ross B. Hammond 
Company was kept in the United States National 
Bank, a separate account being kept for each of 
the construction contracts. Checks on these ac- 
counts were signed: ‘‘Ross B. Hammond Company, 
by’? Ross B. Hammond, or, by any two joint sig- 
natures of W. A. Hammond, H. M. Mason, A. V. 
Petersen and Rosalie Novak. Thus, W. A. Ham- 
mond was given no more authority to draw on the 
funds of the business than was granted to the other 
employees mentioned. 

It is held in this report that the partnership 
existed only in form, not in fact. Ross B. Ham- 
mond represented to all his creditors; to the bond- 
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ing company; to the bank; to all agencies and 
persons with whom he did business; and to his em- 
ployees that Ross B. Hammond Company was a 
sole proprietorship and he, Ross B. Hammond, 
owned all its assets. Ross B. Hammond retained 
sole control of the business. W. A. Hammond was 
not permitted to exercise any control as a part 
owner of the business. W. A. Hammond contrib- 
uted no capital to the business. The services con- 
tributed to the business by W. A. Hammond were 
adequately compensated for by the salary paid 
him. 

It is held that all the profits of the business, 
except for the distribution to Mason and Peter- 
sen, are taxable to Ross B. Hammond in his indi- 
vidual return. 

The business income as amended is computed as 
follows: 

Profits from construction contracts, reported on 
partnership return, 


TiN es cece sce cenreeent ee eee $211,306.11 

Rematmatmen uipment .2.2.2.20<c2:c1e eee $2,965.80 

Titt@rest mec. oe. ccccecc.c- coc ceeveeee cee 2,759.59 

DiSeOUnE Sa tale Were sock 113512 6,856.51 
$218,162.62 

Less unallocated overhead expense: 

Salaries andMiyacec rn 2. ee $12,269.52 

Repairs) 2:45.40 ee 1,140.07 

Interest-pad 2-2 meeree eee 3,142.46 

Taxes 2.24: 2082 ee 1,338.94. 

Depreciation: -.2440 ee aol2e6 

Other deductions ...2 2232. 20,779.08 41,982.23 


Partnership net income:....0.2.2:-::- $176,180.39 
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75% claimed distributable to Ross B. Hammond............ $132,135.29 
Amended profits from contracts, Exhibit “A’’............... $127,322.61 
Add: Other income, detailed above.................00..:200ccce0ceee = 6,856.51 

$134,179.12 
Deduct: Unallocated overhead expense......841,982.23 


Salary of W. A. Hammond, considered allow- 
able, not deducted in the partnership re- 


(ELISE 5 <b cane eR os te 7,000.00 49,482.23 
Business net income as amended......................-22--00ec00000--- $ 84,696.89 
PNM aE DO TLC 2 sekses 5.0 ee ie ee eae 132,125.29 
| ISSTGRISE | <a See ee Soe nena ORO, fcr EMRE ec $ 47,438.40 


Schedule 4—Year: 1943 


Computation of Income and Victory ‘T'ax 


1. Income tax net income, from Schedule 1.................... $ 78,224.01 
2. Less: Personal exemption .................-.- $ 1,200.00 
Creditworsdependents:<:......2-.2-: 350.00 1,550.00 
SPmomirtax NE’ IMCOME. «.......cc:.21--c..cccoeeeeeeeeee eee ec cseceeee $ 76,674.01 
da tess. Earned income credit ..2...220.20-...02 se. 1,400.00 
Seralance subject to mormal tax22c. 2-2 ee $ 75,274.01 
GeeNorimal tax at, G percent....2-2.2------_! $ 4,516.44 
ere OUTtax OM) ILEM) Ozctescvesséycosexs<.c ee 41,545.29 
8. Total income tax (item 6 plus item 7) or................ 46,061.73 
Total alternative tax, Schedule 3.....000......0000000...eeeeeee $ 46,047.73 
Nieetsalancectalicome: axe): 222.48 Bice ee $ 46,047.73 
Wee iclory daxenet mcome. 2-2-2... $80,647.65 
i Less: Specitic exemptiOnesss.c..c..1-2--00-: 624.00 


Tomeincome sulyject to: Victory tax... .. 80,023.65 
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14. Victory tax before credit (5 percent 


Die! Nate Wy) geeeemee eee Rr a $ 4,001.18 
iemleecs: Victory tax: credit.22.. 2a 600.00 
liGpmiNeteyictory taX 22.22... oe 3,401.18 
We Netimeome tax and victory tax....2.032. eee 49,448.91 
18. Income tax for 1942, Schedule 2.......................-.------- $251,994.19 
19. Amount of item 17 or 18 whichever is larger......... $251,994.19 


20. Forgiveness feature (not to be used if either item 
17 or 18 is $50 or less) : 
(a) Amount of item 17 or 18 which- 


ever 1s: smaller ee eee $49,448.91 
(b) Amount forgiven ($50 or 34 of 
(a) whichever is larger).......... 37,086.68 
(c) Amount unforeiven 2. 12,362.23 
21. Total income and victory tax liability...................... $264,356.42 
22. Income and victory tax liability disclosed by return 118,818.65 
23. Deficiency in income and victory tax.....................--- 145,537.77 
Schedule 5 


Computation of Alternative Tax 


Long term capital gain: 


Realestate b.ot. 9/16/42 for... $ 4,200.00 

SoG) O22 Sas) nner GA gf oe ck een 4,300.00 
Lome aterm capital @ain.................-2eee $ 100.00 
Taxable gain, 50% of $100.00_..................2. eee $ 50.00 
Net incomes Seled tle Vo. ccc..cccc..0ccc.cce-eeesescs ee «.....$78,224.01 
Long term capital gain.......--.--....--s0.-- et 50.00 
Ordinary net 1nCOME ......--2...0:6.06.00000 a $78,174.01 
Personal exemptions te. --= see $1,200.00 
Credit: for dependents ease. ccccce-e ace. neere 350.00 1,550.00 
Balance, surtax net In€OMe ........22.6.--20cecc-ce2eee-- $76,624.01 


Earned income Credit .csccccc.ccccccesveceecececceeceee see -eeea 1,400.00 
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balance subject toi normal taxis ence cceecc eee cecteeenceene $75,224.01 
Normal tax, 6% Of $75,224 (00 ooo. c. ee ceceenceeenecneecenencon ene $ 41,513.44 
SORTS acct 28) 1 ces e000 al SPO a 41,509.29 
[Poveda ee SI ene tS Jp) PUI $46,022.73 
(DG Ot So15) O50 gee ae SS 25.00 
EMU eMC PAN rs -0oc oc coc.) acre cesstaed cdl a cbeneeiccestteeieeus 2 ace $46,047.73 


Plaintiff’s Exhibit No. 20—(Continued) 
Schedule 6—Year: 1943 


Modified Exhibit D 


Shown 
by Return _ As Corrected 

1. Total income and victory tax liability $118,818.65 $264.356.42 
Less: 
(a) Income and victory tax 

withheld by employer None 
(b) Income tax paid on 

1942 income ...............- $47,995.94. 
(c) Tax paid on 1943 in- 

come on account of de- 

claration of estimated 

(ME a ee 56,310.76 104,306.70 


ess sbreviously allowed ee. ee eee $118,818.65 


3. Deficiency in income and victory taXx.........2......0-0-- $145,537.77 


612 ENXTIBIT A 


Alloeation of Profits from Construction Contracts 


MILWAUKEE HOUSING PROJECT—Job No, 207; 1911 1912 1943 Total 
Mnconiemrerglookctersase ti. ee oeess ones - -- . a. $ 36,517.78 $ 245,018.89 $ 7,634.09 $ 289,200.76 


Costs charged to accounts: 
Labor MRE CI act A. 6,624.34 $ 12,961,232 AG $ 49,585.66 
Waterers ce = aac ee 22,197.53 17942740 $ 575. v 202,200.05 


Total costs......... & Sonie Senin dantondiayiabieis wi dete Sa eereeeeenn eM eat . $ 28,821.87 $ 222,388.72 $ 575.12 $ 251,785.71 


INetyprefttsipen bOOKS:cscccccccre ce fe eaten pecsenee cence Ee ea iP 7,725.91 $ 22,630.17 $ 7,058.97 $ 37,415.05 


Accruing 1913 sales and costs at 12/31/42: 


Transfer of income to 194: $ 7,634.09 $ (7. 


34,09) 


Amended sales... ... a eee $ 36,547.78 $ 252,652.98 w+ +. $ 289,200.76 


Per cent of total profit to total income: 
~ 37,415.05 7289.200.76, or, 129373979, Allocating totat 
profit to the years in proportion to the yearly income. 


12.937397% of income.. ... 5 we 5 4,728.33 $  32.686.72 Geers 3 NTS) 
Profit reported at 7,725.91 22,630.17 $ 7.058.97 37,415.05 
Increase (decrease)... eS (2,997.58) 8 10,056:55 $17,058.97) 


TROUTDALE ALUMINUM PLANT-—Job No, 208: 


Income received... cic Maino dmc EU -. .. $ 59,775.31 $1,036,623.10 $ 274,431.59 $ 1,370.830.00 


Costs charged to account: 
Labor 


Material....... 3 


$ 6,854.77 $ 359,907.16 $ 67,565.87 $ 434.327.80 
29,376.12 697,502.67 112,929.10 839.807.8' 


wee ee - $36,230.89 $1,057.109.83 $ 180.494.97 $F 1.274.135.69 


Ero ntepensucokcemee a teeter ere eS cool?) 8 (20;786.73)) S  93.956.62 B  96:691.31 
TROUTDALE ALUMI 


Total coasts... ..... 


Income received ..... ..... ...-- ear $ 200,661.74 $ 34,971.17 $ 235.632.91 


Costs charged to account: 
ae casa o RY CRETE ae a § 75,856.12 
85,091.98 § 16,892.61 101.987.59 


$ 160,951.10 


RnR 


Total costs... ........ 16.892.6t $ 177.813.71 


an 


[Pali ar loa) Nees ae ee ae ae 39,710.61 $ 18,078.56 $ 57,789.20 


In the returns the sales, costs, and profits from Johs 208 and 208-A were consolidated for the stated reason that the work 
performed for the same agency in hoth contracts and the fabor and material costs were not properly allocated to each 
contract. 


TROUTDALE ALUMINUM PLANT— 


Consolidating Job Nos. 208-208-A: 1941 1912 19 Total 


Income received... 20. wo. oe $ 59.775.31 $1.237.281.84 $ 309.102.76 $ 1.606,162.91 
Cosis charged to account: 
Labor. $ 6854.77 $ $ 67.565.87 § 510,183.92 


4 
29.376.12 782.597.65 129,821.71 941.795. 48 


$ 36.230.89 $1.218.360.93 $8 197,387.58 $ 1.151,979.40 
Profit per books... Bases meee s $ 23,544.42 $ 18,923.91 $3 112,015.18 $ 
Restoring to rivet fe atsiinaiien “afi oie cette to W. A. 

Hammond in excess of $7,500.00, 14 of which was allocated 

to this contract: 


Salary deducted - eee eee - $11,157.41 
Less: 25% of $7. 500.00, Ailltsvelals Es 1,875.00 9,282.41 9,282.41 


Total costs.. 
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COLUMBIA STEEL CASTING 
PLANT—Job No. 213: 1943 


Income received ................ $375,430.50 


Costs charged to account: 


| Lula) a ees ce $ 52,691.89 
Material 2....5...2./4........ O12, Ooo 
BP GEAR COSES 2..c22ccdsc-cese- cece $365,270.74 
Net profit reported.............. $ 10,159.76 


Estimated additional equip- 
MOUMNCM Lal 222... -nsccencescs «| eeees ees 


Amended profit .............--..- $ 10,159.76 

Allocation of total profit: 
38,870.27/411,670.31, or 
9.4420875% of yearly in- 


CKDLLSTS) Shee ae 35,448.48 
Increase (Decrease) ........... $ 25,288.72 
OREGON WOODWORKING 

Job No. 214: 


Income received ............-.-- $ 3,146.51 


Costs charged to account 


LL] GY ey 2 ieee eee eee $ 1,781.60 
WMatemale tse 1,078.86 
BGA COSUS a o2-eestee eo oes ence $ 2,860.46 


Net profit reported— 
mot changed (2... $ 286.05 


NORTHWESTERN ICE COM. 
PANY PLANT—Job No. 215: 


Income received ................ $ 51,583.98 


1944. Total 
$ 35,139.81 $410,570.31 


$ 2,243.85 §$ 54,935.74 
0,285.49 317,864.30 
$ 7,529.30 $372,800.04 
$ 27,610.51 $ 37,770.27 
1,100.00 1,100.00 


$ 28,710.51 $ 38,870.27 


3,421.79 38,870.27 


($25,288.72) 


15,198.59 $ 66,782.57 
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Costs charged to account: 1943 1944. Total 
Wehr rere ee $ 44,793.07 $ 7,375.69 $ 52,168.76 
NLL :ereng | aa eer 6,790.91 2,058.57 8,844.48 

Wiotelvostaen.. ae $ 51,583.98 $ 9,429.26 $ 61,013.24 

Net profit reported ............ None $ 5,769.33 $ 5,769.33 


Allocation of total profit to 
years in proportion to the 
yearly income: 
5,769.33/66,782.57, or 
OO 300 (a0 76 =. $ 4,456.33 1,313.00 5,769.33 


Increase (Decrease) ........ $ 4,456.33 $ (4,456.33) 


CORNELUS FLAX PLANT 


Job No. 216: 
Income reported ................ $ 99,373.53 $ 2,626.00 $101,999.53 
Costs charged to account: 

LE 01: ee $ 38,504.98 $ 375.30 $ 38,880.28 

1N4 (51 (7 1] MER act eee 62.809.91 1,432.15 64,242.06 
Wotalieostss 2.2.02... $101,314.89 $ 1,807.45 $103,122.34. 
Net profit reported............ $ (1,941.36) $ 818.55 $ (1,122.81) 


Allocation of total net loss 
to years in proportion to 
yearly income: 
1,122.81/101,999.53, or 
1.1007991% ...........% $ (1,093.90) § (28.91) @: 1,122.81 


Increase (Decrease) ............ $ 847.46 $ (847.46) 


KAISER RESERVE WARE- 


HOUSE—Job No. 217: 
Income received .................. $ 87,300.25 $110,397.75 $197,698.00 
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Costs charged to account: 1943 1944 Total 
\L@LOO? 2a $ 20,751.44 $ 24,183.24 $ 44,934.68 
oi | ee er Gl o3.95 70,436.57 = 133,570.52 

WN OUANCOSUS. ...2n:2senecxdececsaecsases- $ 83,885.39 $ 94,619.81 $178,505.20 

Net profit reported.............. $ 3,414.86 $ 15,777.94 $ 19,192.80 


Allocation of total profit to 
years in proportion to 
yearly income: 
19,192.80/197,698.00, or 
COOMA 2 ce rcze ede cacne 8,475.23 TOW 7ia.G 19,192.80 


Increase (Decrease) .......... $ 5,060.37 $ (5,060.37) 


NEGRO PERSONAL SERVICE 
BUILDING—Job No. 220 


Income received ................-- $ 7,559.00 $ 7,283.00 $ 14,842.00 
Costs charged to account: 
Lac! ae $ 2,082.56 $ 1,461.75 $ 3,544.31 
etc): i eae 2,678.88 7,064.25 9,743.13 
plistall COst sec 2 .coheccc cn stsecsescece $ 4,761.44 $ 8,526.00 $ 13,287.44 
Net profit reported.............. $ 2,797.56 $ (1,243.00) $ 1,554.56 


Allocation of total profit to 
years in proportion to 
yearly income: : 
1,554.56/14,842.00, or 
10.474069% -.0...2eeeeeeese 791.73 762.83 
Increase (Decrease) ............ $ (2,005.83) $ 2,005.83 
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1941 1942 1943 
Profits Profits Profits 

SUMMARY: Job No. Per Books Amended Inc. ( Dec.) Per Books Amended lie. ( Dec.) Per Books Amended Inc. (Dec.) 

Milwaukee Housing Project... on PAU $ 7,725.91 $ 4,728.33 $ (2.997.58) $ 22,630.17 $ 32,686.72 $ 10,056.55 $. 7.05819 nee oe $ (7,058.97) 
Troutdale Aluminum Plant.. 208 23,514.42 6,093.61 (17,450.81) 18,923.91 126,131.20 197,207.29 112,015.18 $ 31,541.11 (80,474.07) 
Bonneville Control House...... 209 4 & 33 se 6,408.60 6,408.60 3 8 Zs 2 

Guilds Lake... : 210 114,750.28 162,933.45 48,183.17 24,765.85 4,429.93 (20,335.92) 
University ielannes retire proces - eal 32,967.67 $2,729.26 9,761.59 52,749.24 $2,987.65 (9,761.59) 
Columbia Stee! Casting Plant. Pals. 2A : Bees ee 10,159.76 35,448.48 25,288.72 

Oregon Woodworking............. 214 286.05 286.05 


Northwestern Ice Company Plant... 215 ees eteeeagees © ezeescccccs, © wavacuvusuns | ee 4,456.33 4,456.33 
Cornelius Flax Plant...... 216 (1941.36) (1,093.90) 847.16 
Kaiser Reserve Warehousi - 217 3,414.86 8,475.23 5,060.37 
Negro Personal Service Building..... 220 E # 2,797.56 791.73 (2,005.83) 
Totals... Ree $ 31,270.33 $ 10,821.94 $( 20,448.39) $195,680.63 $370,889.23 $175.208.60 $211,306.11 $127,322.61 $( 83,983.50) 
To irene: 9, ner iy “a Ghiemees eon re eatccente wnat it arae9 at: hice eee (47,438.40) 
eT 
Wo item 14, (Vaxes) Schedule ea. WIR) ace ee ee $ 323.61 


x | 
Treated by taxpayer as a rentneetithy diemouten to W. H. Haraaorle haxpeyer! S SON) eee 


Treated as a partnership by taxpayer distribution to W. H. Hammond, taxpayer's son allowed Traci ol as ssclkasy 
Treated by taxpayer as a partnership distribution to taxpayer 


$156,545.10) 
- (7,500.00) 
..(132,135.29) 


Total partnership net income as reported on Form 1065 (See Schediitle 3-a) ...2c.ccccc.ctscccccoevscs cssuessosceree oes eenee ner ee tre deez ees ras cc eed cou tee eee een e027, . [Reena eee ooo eevee (ETC tsar 
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12/31/40 
12/31/40 
12/31/41 
12/31/41 
12/31/42 
12/31/42 
12/31/42 
12/31/43 


12/31/43 
12/31/43 


12/31/43 


12/31/43 


EXHIBIT B 


Analysis of Capital Account 


Dr. Cr: 

Balance <......c.-:000. 
Drawin@s 2.2 $28,508.67 
1941 profits -........... $25,066.50 
alance 1..4ee ee 
Drawings ................ 8,451.17 
1942 profits .......... 148,765.54. 
Balance: i riccz.ceee-ss 
Trf. credit from accts. 

pay—1942 0... 37,129.66 
1942 drawings R.B.H. 

restored .............. 8,451.17 
1943 profits -......... 176,180.39 


R. B. Hammond, Draw- 
ing—not closed at 

12/31/43 to R. B. 

Hammond, capital 127,054.01 
Actual balance 


Balance 


$18,138.19 


14,696.02 


155,010.39 


376,771.61 


249,717.60 


FORM 1040 UNITED STATES Paue 1 


woastaerscert< “INDIVIDUAL INCOME TAX RETURN — — 1942 


OPTIONAL FORM 10408 “MAY RE FILED INSTEAD OF THIS FORM TF GROSS INCOME 1S 
REPORTED ON THE CASH BASIS FOR THE CALENDAR YEAR, IS NOT MORE THAN $3,000, 


AND CONSISTS Wd{OLLY OF SALARY, WAGES, OTHER COMPENSATION FUR PERSONAL (Do not use these spaces) 


SERVICES, DIVIDENDS, INTEREST OR ANNLITIES. 


FOR Clee YEAR 1942 Or SEIS, 
or fiscal year beginning /@/7.. / _., 1942, and ending 77/2... 1943 | sre! ; ‘ 
PRINT NAME AND ADDRESS PLAINLY. (See Instruction C) ws 
“ilk ted Wi Pélerset | mes 


(Nams) 2 given aS bysbend and wile, sf this 16 « poant teturn) 


(Cashier's Siang) 
9] 


mee Aree Se Ze - Cee ee 
we * and aumber, o¢ cura! rqute) 
Ve, 7, om L¢allrome  Kego... - 
(Post office) {Coanty) (State) 4 
aal..2l. copier ahi... con COVE OEE SHOOF, 
(Occupation) (Seciel Security number, if any) ‘ 
Fess.85. Lend Ca: seosssessesesnes | ——Cash—Check—M. 0, 


First Payment 


(att dealing diay. Faland 


(i more than ie employer, atyoch atetem showing name end sddeesa 2d. een Le 


ftem and ns 5 Deductible Expenses 
Tnstruction No. { tA UUned stemsced etetemest? 


(ls Salaries ang aa cotopentetiot for personal services, $.. PS igre enn SHEE AW ICCuOm 
2. Dividedds...V--...- RP mr Pc ne eh, te ee an | neh ee ee 
3 nee oan dogs moan Se eee Ee 
premium 
4. Interest on corporation bonds, ete... beeen eee belt ce sa gy Me eget | Uh | 
5. Interest on Government obligations, etc.: 
(ayilarorrnilinet (ih) spose eculey AN 82 oe oor ee acne 2252 Soo cc ccecczged||esesn eae ee 


(Cd brombline(aochied ule vA es. 2c2e2 oe Sere ete 2s 2.2021. 2S tee ee || | 
6. Rents and royalties. (From Schedule B) Pace 2oa wae Glee e ANNs 5 AS e OM ee || Sac ee | 
7. Annuities. _........ Rees clic 
{TEMS 6 SAND 10, BELOW (AND PAGES AND © NEED NOT BE CONSIDERED 
8. (a) Net gain (or loss) from sale or exchange of capital assets. (From Schedule F).....-----ee2o--[.---2eceneeeeeeeoeee| ooo 
(4) Net gain (or loss) from sale or exchange of property other than capital assets. (From Schedule G). | 0...20-2eeenee—-[eenne 
9. Net profit (or loss) from business or profession. (Fram Schedule H)._........-------eee-e-00een.|---seoeereeeeenneeefe ene 
(State total receipts, from line 1, Schedule H, $.......00........... ) 
10. Income (or loss) from partnerships: fiduciary income; and other income. (From Schedule 1)__|_....-----.--------|------ 
ll. Mrotaldincome invitems:|ftoal 0 memes. eee es us oe el $..ASZP..10°. 
DEDUCTIONS 
12. Contributions paid. Explain in Schedule C)___..--.-e----cecceeeeneecneeeeeconeeseeeesceeeneeeeeseeeeeee- 
ESL river ests: Cece lamiiel SchedsileC) or oa oo pe cece aee soso cease easecssesdeveaee |oecccoes Py b> aH 
Pek eset ree amen neee |. cee ee ane anne LEOVE. 


15. Losses from fire, storm, shipwreck, or other casualty, or theft. (Esplaun um Schedule C)__. 
16. Bad debts. (Explain in Schedule C)... eee ene 


17. Other deductions authorized by law. (Esplun in Schedule C) eS .. | ee nee eel 
18. Motalideductions inuiterns.N2:to 7. c2s 22s ooo oc coceencecesraocc- iccscnacusuanavesaascdazccasessevssesadeseesssueessalveeouex 
19. Net income (item |] minus item 18) _ ee ee. Be Pt 6. Mee 
COMPUTATION « OF TAX 
20. Net income (item 19 above)............ .../$...ZA24.! pave 47. Noonalitex (6% of item 26)..__.....-..... 

21. Less: Reagan s2ealea. 28. Surtax on item 23. (See tnatructicn ao. = 
2 Golte dependent (29. Total (item 27 plus item 28) _.......... a i | 
4 (Fro Schedule D-2).....-|... PIP. ASrFP.120 || 30. Total tax (teem 29 0 line 16, Schedule F)...-......)9 
23. Balance (surtax net income) ......... eR ace Mi Alexieleess al ncome tax paidat™ 
24. Less: Item 5 (a) above... | SOLUS eecsneeecae 

32. Income tan paid tos loreign 


25. Earned income credit. 


U.S. possession, 
(From Schedule £-1 or E~2).|_ Parte ioe = 


26. Balance subject to normal tax $. i$. F757. ‘7 | 33. Balance of tax (them 30 minus items $1 and 32). so 


I/we declare, under the penalties of mur. a this return (including any dccoppenyink yngiachedules and statement Matemente) has ) been Paanined eG me/us, 
and to the best of myious knowledge and belief 19 @ true, correct, and complete retur WE=D taaable year stated, pursuant to the 
Internal Revenue Code and the regulations issued uader authority thereof. BLe= 


iso dic (other a Uanpayor or agent) prepare ue) aa CGugnature of tanpayer) 


ame of Grim of exmnployer. uf any) y “at thee ee ont & 
A cat wade by 


Page & 
S Schedule A. So ies! GOVERNMEN?F OBLIGATIONS, ETC. (See Instruction 5) ‘ 
ee —” —+- — SS — —— a 
4 Amount of 
2 Amount owned at end lives including principal, 5. Interest on amount m 
L. Obligetions of serurtaes your proportionate ahare of such obliga- 3. leterest received or interest on ecees of czampticn, 
tuons held by estates trusts partner- ecerved during the year which wo and dividends sub- 
abape. of common trust funds exempt from pact Lo surtag only 
Oe Da tesation 
(a) Obligations of a State, eon or pales subdivision there- 
of, or the Diatrict of Columbia, or United States possessions HY [hee aaa gus erirrsiae 
(b) Obligations issued prior to March I, 1941, under Federal Farm 
Loan Act, or under auch Act as amended | /\ || eusenaersian 
(c) Obhgatione of United States issued on or before ‘September t, 
(ees ee ee | eee | = |beretecbeeencen|bon Alife ees ERERRIRS | a8 


(d) Treasury Notes wsued_ prior ‘to December I, 1940, Treasury 
Billa and Treeaury Certificates of Indebtedness 1sued prior 


go Mlowehy Uh (EW oscesestbeee se 2 epee eee ee eeseecneesecacdl sen 
(e) United States Sevinge Bonds and Treasury Bonds issued prior 
Go Wloada 1, leccsscancssectes ss esquece sceces t.2>siees 6 [| cececeeceonecssonpereonos sede 4 becseereesse seed Meee 


CU) Obligations of instrumentalities of the ‘United States (other 
than obligations to be prs | in (6) ebove) isaued prior 
OMI Tare hi |itst9-4 lime acne ere ae ee ee ee Soo 2 Soe os ca sealn oot loca casos see scee | thee: 
() Dividende on share accounts in riederall ‘savings and joan 


associations in case of shares usued pnor to March 28, 1942...| mapa aanaeaaaant | aa lsageretan 


(a) Motali(enter-asvitern:5:\(6)ApSGCMl) © -<-ccnecso2- 2 Je evesccacae ss sescasctscsscacectocedesece. 2 nde. sc8s 4s yee socnse sa ocewesueeeen 


(OQ Treasury Notes issued on or after December |, 1940, and obligatsons issued on or after March I, 1941, by the 
United Stetes or any agency or instrumentality thereof (enter emount of interest as item 5 (), page 1)..1 ’ ae 


Schedule B.—INCOME FROM RENTS AND ROYALTIES. (See | Inetruction 6) 


5. Deprenation or deple aR 6& Net (column 2 murue 
1. Kund of preperty 2 Ameum ise TEE ARG Gene ons Sahoo i <4 ” 
a Lal 


Explanation of deductions claumed in columns 4 and 5 


Schedule ce ~ EXPLANATION C OF DEDUCTIONS CLAIMED | IN \TEMS. 12,1 13, 14, 15, 16, AND 17 


1 team Ne | Pees 


i a rice Ames Fan 5. , ee | 

Leo! E-ndaaleal bbs. 
Ake % usted Cal LAK... mee 
> ae -L ae mA: AI. 


Single, or married and not living with husband 
or wife, and not head of family........ -.----)---...-----] $.--22--22- a ee | -e athy. fas. Be rene ber rl eee, s Be 
Marned and living with husband or wife...._..|.... 1da..|....L8O8. ee | ee ee ee 
Eta vot plamilyn( explainabelaw) meceere sees cere on | eames [Seer erate eres | ene Lee ers ea cs nec ene eS e so a cas | Somer esent meneace teen cece a ‘ 
acc rae a | Reason for rapport #18 years 
Pe eas caceasscasesetnseeees Saneneree On eREASSeee momceccnc bes beageeees of over - ees Gigoe ceadceatocos2= ackptoccrenteceroseent == { 
Schedule E.—COMPUTATION OF EARNED INCOME CREDIT. (Ses inetererion 25) 
(1) If your net income Ota uee only this part (®* If your net income is more cbenee: ,000, use only this part 
a { 


Earmed net income (not more than $14,000)... 0... | $ IS OO... ag 
eee ys. «| 


Net income (iter 19, page !) ...........-2------. 


Earned imcome credit (10% of net income, Net income (item 19, 


Bixee Earned incsine nea (ee meen 


of net income, ebove: hicheves amount us cane 
but do not enter fess than $300) eee LOOPNET 
QUESTIONS 
J. Did you file « return for any pnor year? _ MEd. ceene) If 00, what was | 4. Was the rate of your salary or wages increased or decreased after October 
the latest year? /YVF/.. To whsch Collector's offoce was it sent? 3, 1942, and before the end of your tasable year? . con ———- 
es Py ae Oe... Wh ee. 5. Did you receive during vn teehee cee cae emer int clarmed ta be mon 
i as mede for ee, year, state: tarable o than 
a Hp 2%... 
undioniwiler 2... 00k). 2) epee ce oss amount of such incon 
ytion, if any, clauned thereon 7... 6 Drd you at any tume d 
—— any stock of a loreig 


¢ to which it was sent... 
fined by section 50t« 


turn wae prepared on the caah [b¥or accra! bane attach statement ceo 


UNITED STATES Lee 


ee IDEAL INCOME. AD FICTORY TAX RETURN 1943 


Moho —— a 


“62h, S._E. 52nd Avenue 


aT WEMITT ANGE 


“Glen ond oad mambet, or anal) comin) . 
Portland xs Gregun Aa “G4? 
Oeupatee Const. Supt. ii te we Ee 
Cohemn 2 
COMPUTATION OF NET INCOME Co a 
INCOME 
Esmpheyer’s Nese Clay cont Sante & 
1, Slay, W, toss B mmond Co. PO and & Ure +6 7 500 
tod Compenne- aS - SS ae a si 
ia Pell tu ‘ SSL aceon, 
aig oe netehtet = | seer seeerecebenes lee 
- Total_._._} { eee ee 
subd faved see Less: B le 
hesirecticn TD) expenses. (Attach lesmivad ctotement) = = Ss 


2. as aoe 


5 ion-bendd, bank deposits, notes, ete 

4. ees re wk Aicams, ce: (a) From line A (6), Schedule AL. 

(5) From line B (5) and (3), Schedule A__. Ph | 

DS Adis or a ee ee’ ee 

6. (a) Net gain (or loss) from sale or exchange of capital assets. Grom Schedee B)____ 

(3) Net gain (or Joes) from sale or exchange of property other than capital assets, Fram Scedale B. 

7. Rents and royalties. (freu Seduadhebo © (8)) nn nee 
8. Net profit (or loss) from business or profession, (ren Schedule 2)) 

(State total receipts, from line 1, Schedule C(Z) $..-___...______) 

9. Income (or loss) from partnerships; fiduciary income; and other income. (fremSdainCOY.|.................-- 
10. ictal nticome intitems {\to F__—______ ; 
DEDUCTIONS 

11. Contributions, (Eeplaie in Schedel 0) <0= == nnn enn 

12. Interest. (Eaphain in Schodada E) ues Gee 
13, Taxes, (Emplain in Schedule F) Clee lastrastions 13 aad 16 tar Vistery Tos dedeetien) ee | 03, 
14, Losses from fire, storm, shipwreck, or other casualty, or theft. Gaphiateietatee@___.|__86,) 
15. Medical, dental, ete., expenses. (Explain le Schade H).__. _ lene Nene 

16. Other deductions authorized by law.  CEaplain ta Scheele 
17, Total deductions in items [1 to 16 
18. Income Tax net income (item 10, col. 1, less item 17, col. 1) 
19. Vietory Tax net income (item 10, col. 2, less item 17, col. Z)__._.____.__. 

INCOME AND VICTORY TAX 
20. Unpaid balance of 1943 Income and Victory Tax (from line 22, page 4)._.——________. 


W, 
21. You may postpone, until not later than March 15, SL aaak tee eee to one-half 4) 


of item 19 (c), page 4. ame area persons eurtax net income for 1942 
or 1943 exceeded $20,000 ee eee ee 


hs pl ihe Gam em em i a eel a —3203-. 
payments (1 on page 4) is ey on page ee 
23. Refund er Sus enectie afiaees: # 


Credit Indicate by a check mark (\/) what you want dose with this overpayment: t: Refund it to me L); oo 
Apply it on my 1944 estimated tax (1). 


ee a ee a, Onl Sai eree ining say Wemying exnauined by me and te the best af axy , 
knowledge and belief is « true, correct, and complete return. E 
(So SOP BSS} Gee) Qigestars 4S eageper) i) 


REERERE |XX 
(SSS S & & 3 z 
SURRERK [ag 
EERXSER ER 


ONeme of ire of engiyw. df any) FEE Lo A8 ar chonroek pope a ae em ee pt ee ve) 
1 


Woe -_ - ee Pegea 


Schedule D.—CONTRIBUTIONS. Gee Instruction 11) Schedule E.—INTEREST. Gee Instruction 12) 


Portland United War Chest _js..__215,004 Prudential Insurance Co, 
“Infantile Paralysis Fund | 7,00] Metronolitan Insurance Co, 
Betnbercwlosiserunde. I 00 " 


Motor Vehicle Tax & License  j, 10/00} 14 | 0 Overcoat stolen ss 
State Income Tax. 258 IG 
PRO eva ltaxe se eee | ae 
Total (Enter as item 13, page 1). 


1. SNAP Taal Mans acetic hy itl lfing he yd ellen bs calla 3, hore. 
2. Ameunt received during the year as compensation lor such expenses. 


3. Payment for medical care not compensated for during the year (line | lees line 2)... 22-2... oe een ne eee eee § oes ccsss|secce 
Chal AS EES a ee 
5. Total deductions claimed in items 11,12, 13, 14, amd 16, page |. - 2.82.0 e ene e ee 
6 Net income befure deduction for medical, dental, etc. expenses (line 4 less Line 5) REE epee erat oa eee 
Thy STP esc ty aa gr RO Ie RE 
8. Excens of line 3over ime 7. (Enter as item 15, page |, subject to maximum limitation.) (ee Instruction 15)__.....----.-------.-----. 
ene 1—PERSONAL EXEMPTION AND CREDIT FOR DEPENDENTS. (See Tax Computation reas) 
Net income (em 18, page 1) 
ee Genes mctene 7 of earned net income or 10% 
amount is emaller, but 
QUESTIONS 
1. Did you file a return for any prior year? YES... If eo, what was 5. Was the rate of your salary or po ol werd ing 
the latest year? ....1942.. To which Collector's office was it sent? tazable year? (Yes or No) ...--0 0. 
pe SABLE sence eet «ae ow 8 cease : 
2 le pocwelateacdl eresSt fow'tax puidhir ise 2 1 (c). paige 4, RefWAGEh CoBazior’s 6 Did you receive during your taxable year any amount claimed te be aen- 
office was your declaration sent? .....SaM@ taxable (see General Instruction 1)? eNO 20, attach schedule 
3. Uf separate return was made for the current year, state: showing source, nature, and amount of such income. 
(4) Name of husband or wife .....---.2--- eee neon ee enone cee cee e ne 
’) Personal jane af claimed thereon .. 2.02000 - one cee n ee eee 7. Dad you et any time durmg your tassble year own chrectly or mdirectly 
a ae =o hpseer te fcieiger Piatedetiemcicr « jpedevcll holies: aes tas 
c)} Collector's office to which it was sent... 2-220 ee nee N 
befmed by sectron 50! af the Interna) Reverme Code? NO i 
4 Check © herh- ere Mee ee ar tase eo, attach statement required by General Instructon L. 4 


— 


3 


4 


= 2 a a eS —- 
——— wT are” Zz 


4 7 COMPUTATION OF INCOME AND VICTORY TAX. (See Tex Computation Inetructions) _ Page 


MEGA ides’ Goce T8,geGel)— 8 88 
2. Less: Personal exemaption. Free Schadabe HV-net ee E ye : 


5, Less: Certain interest on Government obligations (item 4 (a), page 1)..._._-... eer a 
6. Earned income credit. (Fram Scedale }{1) of HQ). nnn annne nae nee meen een nen eee Bel: lle) weepg PIG add 
ERNE ec eTocs ject C0) ruc Sra) CMM cee ccc s we LAO Ie 
epiNorrewal tax (69% of line 7). ee et en tee coccencaccsecosococncanacaenes . x ) 
9. sort i ine 4, (Seo Suartax Teble, page 3 af lastructinnn) nnn nnn nee nee nee concen ene ceneemenenmeecene| cccccsccee 826420. 
10, Total Income Tax (line 8 plus line 9). (if Schedule B is used cod chernative tan computation made, enter line 16, Schedule B)______ 
II. Less: Income Tax paid to a foreign country or U.S. possession. (Auad Fens anna ee ay 


IER MELON: TAK ce eaten eee cctceteees 

13. NET VICTORY TAX (line 6 of Victory Tax Schedule, below)... --e-neneeceeeececececeeccencensneeedeg 

(hecho [Beez 123 coe SS eR 

15. Income Tax paid at source on tax-free covenant bond interest. (See Footnote 1). deen cage eee cece 
ng POT es (lee ene ae oe ener 


17. Income Tax for 1942, (See Statement, Form 1125, from Collector) (First, see page 4 of Instructions). 
18. Enter line 16 of 17 whichever is LARGER. (Members of the armed forces see page 4 of Instructions), 
19. FORGIVENESS FEATURE (Don't &ill in (2), (5), and (<) below, shag 
(0) Enter line 16 or 17, whichever is S2 SA 16 
(5) Enter $50 of three-fourths of («), immediately above, whichever is LARGER. This is . 
the FORGIVEN pert of the tx BEE 
(©) Ents the UNFORCIVEN port of he tx oh i he BALANCE (abn @) from. = 4 


sen) | 
0. TOTAL eae AND VICTORY TAX. (Total of lines 18 and 19 (c)). 
21, Less: (a) Income and Victery Tax withheld by employer. = a a 


(5) Income Tax peid om 1942 inceme. 
(¢) Tax paid om 1943 income om account of Declaration of Estimated Tax... 


: (a) otal paymecmiae ee 
22. UNPAID BALANCE OF INCOME AND VICTORY TAX. (If line 20 is larger than line 21 (d), enter the 
difference here and also as tem 20, page |; if not, see iter 23, page |)__......-.-.----—--wa anne eee 
POOTHOTE 1. you claten 2 eredit te line 38, Slaragard Re 192) and (>), complete Behadule Lf om page 4 of Lastroctiems, aad enter geal bu Bis bo 


Attash esmplsiad 
PAOTMOTE iif pear mertan oat lanes Gow D008 er COC) commen’ (06,008, requiring pom ve complete Sabedube L-8, cater hem the smseunt hewn on Rane #9 


or 27 of euch schedule, 6. __.- aad imerceso 19 (c) by euch eacumt., 

‘: . Schedule K—VICTORY TAX. (See Tax Computation Inctrwstions) —* Si 

rr SUithery Tax sist income (item 9S page |) ae SS 2. 
2, Less: Specific exemption ($624 if return reports income of enly ene pereen; otherwise, see Instructions, page 621 100 Sf 
3, Income subject to Victory Tax (line | less ime J FEE. | 
A. Victory Tax before credit (5% of fine bhdS? 
$. Victory Tax credit: ee eee | 

(@) Single person, or married person not living with husband er wife: 25% (plus 2% for each dependent) oe 


of line 4, but not more than $500 (plus $100 for each dependent)... 
() Married person living with husband or wife if separate returns are filed: 40% (plus 2% for each dependent) 
of line 4, but not more than $500 (plus $100 for eaeh dependent). 
(©) Married person living with husband or wife if only one return or a jeint return is filed, or head of a family: 
2% (phe 2% for each dependent) of line 4; but not more than $1.000 (plus $100 far cach dependent). 
Gee Schedule I~(2), for exclusion of one dependent by head of a family). Go ed Te 
6. Net Victory Tax (lime 4 less lime 5). (Enter in line 13, above) $ Lz9 / 
Schedule L—Te be weed individuals whose surtax net income for 193 or 1943 encesded $29,008 : 
Schedule to determine Seation 6 () of the Current Tax Payment Act of 1943 is applicable 4 
ea a= a ern eee 
» Surtax net income for 1942 Gtem 23, Form {040 (1942)) 
+ Surtax net income for 1943 (line 4, above) $e. : 
oe rie Baceseli= base yet. pl $2000: $C (Ciiock year itved: 1937 __; 1938 ' 
9 __; 150) 
W ether line or 2s greater than ine 3, , mparste Schedule L-2 should be secured from the collector and fied with and asa part of 
return. 


Nete——if a joing return is for clther 1942 or 1943 and separate returns fer the ether ef owsh years, enter the agyregate of the separate surtas mot 9 
bmocomes fer tha return year. The martas met imeeme te be antared in Ene 3 shall be deterenined In the came manner as the ourtan ast 
ineome entered im Ine I ar 2, whichever le the lesser. 


P We © ©. corenmenet cmerims arenes 0 1008 yeaerise i 5 
. = i 4 
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ae ad 1 UNITED STATES LoD 
inenet keweesmim INDIVIDUAL INCOME TAX RETURN 1942 
e REE RECO OM THE Caoni yas FOR THE CALENOAR YEAR 13 NOT MORE THAN trace. 


600, 
AND CONSISTS WHOLLY OF SALARY, WAGES, OTHER COMPENSATION FOR PERSONAL 
SERVICES, DIVIDENDS, INTEREST OR ANNUITIES. 


FOR CALENDAR YEAR 1942 
of fiscal year beginning. J&R. J.,.., 1942, and ending... Tan....1,1943 


PRINT NAME AND ADDRESS PLAINLY. (See Instruction C) 


D 
Ttem and INCOME eee, 


Instruction No. 
|. Salaries and ather compensation for personal services, $.--¥_ 27 ¥¥.2 YM. /$_. 44.2900) OO 
RDO viclericl erin Ne sree aI cao pavanesess eu et| ee | 
3, Interest ong posi Oa pe Pee er yale AERO, 
ey Less avortirable 
oe ROS os 
. Interest’ h pee tad se cesrenccch toes! We ghost ewe tetaouk. Qua cta see | ee eS 


4 
5. Interest orf 


(8) From li 


6. Rents and lsc: z : + ee ee ale, i 


10. Income (or loss) from partnerships; fiduciary income; and other income. (From Schedule 1)_|........-----0------}------ 

Il. jlotaliincome in'items | tov10. 20.0... ee ae 
DEDUCTIONS 

12. Contributions paid. Explain im Schedule C)___ ence een eeee ceeeeeeeeceeceteeeecec eens | Peccee eee S| 

13. Interest, CExplain im Schedule C) nee Eig an ARON ie oS ss ROMERO ce ||, Amos 

DA pe limxes sier CE plain sy ScheocnsbaC) oo ee osc oe = 2 ones sececczene|-sassceaeueus 

15. Losses from fire, storm, shipwreck, or other casualty, or theft. (Expllin in Schedule ©). foe eoeeseeeneeoe foe 

Gem hail bts a: cemplaianice Sctuadhabe CG) 2c- 255 es ne ee ose ne scene ecnccecc sees | vcenseusecsestesse ee 

17. Other deductions authorized by law. (Explain in Schedule ©)... oes eeeceeceneenececeeeee eee fp ceeeseeeeneeeeeeceefeeneee 

18. Total deductions in items 12 to 7_..2....2-2-2-2-------e-eeeccncencncececcocceccceeeecnceeeceenseceeeeeceeeegpeeneeceefecece renee iO | 0. 


one es = 
19, Net income (item 1] minus item 18)... 22-002 Nee yeaa li $2 a O9_| 


COMPUTATION OF TAX 


3.9 1965. |'58 27. Normal tax (67% of item 1 26)... eae a, 
28. Surtax on item 23, (See Instruction 2). 

. Total (item 27 plus ftem 28)... 
. Total tax (item 29 ar line 16, Schedule 5 pees 


i. Less: Income tax pid at 


. Net income (item 19 [ee 


24. Less: Item 5 (a) above... source... Pe 
25, Earned income credit. 32. Tecaratcn edt lor toe lore | 
(From Schedule E-1 or E-2). Prd tes ce eel 


Ijwe declare, under the penalties a perjury, that this returr (including any accompanying schedules and statements) ae cet ckagtmed : 
and to the best of my/our knowledge and belief is a true, correct, and complete oe) made in good faith, for the taxable year stated, puts a 
Internal Revenue Code and the regulations issued under authority thereof. 
Fa acetal ee nS i a ene Be EV [43 
(Signature of person (other than taxpayer or agent) preparing return) (Wate) 


ea seer earnest usa sens ekas eee 
(Name of fire of aoployer, if any) CIF this toe 
A returo mas 


Page 2 
Schedule A.—INTEREST ON GOVERNMENT OBLIGATIONS, ETC. (See Inatruction 5) 
OOOO lEaEaea=SsEaEeaEeaeEE—ESSELSSS — 
4 Amount of 


ja feemetienped lised of a parti an Principal 5S Interest om am 
Uy Gees mers icr imeem arc Trois ease A Rea CGC cca | Site cea eamel tee 
ebupa, of comepen trust funds riempt from a OP 
EE 2 
(a) Obligations of » State, Terntory, or political subdivision there- | 
of, or the District of Columbia, or United States possessions__) $..-- 2 ls All i a ee 
(8) aes wsued prior to March |, 1941, under Federal Farm | 
eerie Mor (ander/such/ Act aulamended ee eae eae eee |i os see a mane neces ~oee < ee. = ( All eeenasar re 
() eietions of United States issued on or before September |, 
| Beene nent ne eee at eee ee Ce eee ee Sree see olbscceearestecns All eraseoat ot 
()) ae Notes issued prior to December |, 1940, Treasury 
Bills and Treasury Certificates of Indebtedness issued prior 
ive Weiss Te TT ac ee Ramacivameme sieemneds |nsdt ah aeunsescescusl os All . Tsurnrrs os 
(s) United States Savings Bonds and Treasury Bonds issued prior 
Roe ex cll el O€ (Pecos noone ase coco emcee eves cucssus sou scusu|oaeceaenwaesereaees--~eeemlencs .[ocncsseseeucas|ees $5,000 hat ae eee bee 
() Chiigstions of instrumentalities of the United States (other 
than obligations to be reperted in (5) ubove) issued prior . | 
PAM area (94 lseee en ec ecosoer. oct coc ane cease sce reece. [pocecescceenegsencasasceell cs-|secoscsscesuss -- None... wer ew ween eee a. 


(4) Dividenda on share accounts in Federal savings and loan }. 
associations in case of shares waued prior to March 28,1942...) auxxuftxxarxax | xx uxxsxxaxlan! a x a 


(a) Mrotali(entersasviter o:(aht pagent )c.<..2--4.<ccccccccacenscesccsoses see ee ce eceye esa ne 


| a A Vsemeate vere Interest rece ved of accrusd 
| a i during the year (subject 
ye | ta norma! tax and aurten) 


(f) Treasury Notes issued on or after December |, 1940, and obligations msued oo or after March |, 1941, by the 
United States or any agency or instrumentality thereof (enter amount of interest as item 5 (4), page i$ i ee 


Schedule B.—INCOME FROM_REN _RENTS AND ) ROYALTIES. »._(See Inateuction 6) 


4 Repan bs $ Other expenses | & Net (column 2 mute 
(eaplein below) (itemue below) aum of columne 3 4 and 5) 
(entez aa item 6. page |) 
= - $$ ~ 


| 5 rome 


‘a usolool, | ty —- = 
" "Cannon a Beach| 190 “ooh 1801001 16 166 27/93 i he 


3 Depreciation or deple 
tion (attach echedule) 


Ex tion of deductions claumed in columns 4 and 5. Roof ye Tepairs 16. 60, water (2 OG). light 7 040; § eee 
13,50 ell. in connection with tenant ogoupancy only. 


Se “4 Ge —EXPLANATION v OF I DEDUCTIONS CLAIMED IN- IN ITEMS 12, 43, 14,1 15, 16, AND 17 


2 Explanstion | 3 Amowt “tema mali Explanation (Continued Prater ~<—_ 
Community Cheat =; 15|00 14 state Income Tex es ae 
Red Crosa ssi (i(‘(‘(‘aéétitdt. 8100], .|Property Tax Home| 437 29 
[T,"s, Saale 2/00 


kX ay romrandain 50 23 
EAT eal aovuelie a Cannon Beach 66 33 
enedlits Bi —EXPLANATION OF CREDITS ¢ CLAIMED _IN ITEMS: 2 AND 22. (See Inatructiona 21 and 22) 


(1) Personal Exemption : I] (2) Credit for Dependents 


’ Number of | Number of months 
seal ae ties Creda lcinraredl | Rsanalel lemmtertt eredirelstearatce dirpe) thee Cretiiclemen 
Sexriniecch \| Loder 18 | (8 years 
ee pexreioldil|arinver 
Single, or marned and not | th husband | oe 
ie and not ediot Teeny. me eee ik ii / Henry 18% Maeaon aye = ae $ Horo} 8) 00 ee 
Bs and living with husband or wifes |. LE | 1,200 OO.Themas G..Mason | 12.. 2 350 '00 
Head of family (explain below) = ——s : Be lneer oo = i 


| Reason for support if 18 years 
<a i! or over 


__ Schedule E _—COMPUTATION _OF | = FARNED _INCOME CREDIT. (See Instruction 25) 


= if your net tncoma ts 83.000 | ualless at use ents this port || (2) {f your net Income is more than $3,000, use only this pee 
—_ ofechedule ale — ___ _ _of schedule _ 
Net income (item 19, page 1) ee ae | Farned net income (not more than $14,000), .___..- $. dl soon 000 (0Q 
Earned income credit ce of net mcome, | Net income (item 19, page 1). |... \gauee 9,365 58 
above) : a Larned eerie cred (Oet of earned net income or 10° | | 
of net income, above, whichever amount alle 936 | 
’ — | __but do not enter less than $300) < sasaces | 
~ QUESTIONS 
1. Did you file a return lor anv prior year? Yes. If oo, what was | 4 ay the rate of your aalary or wages increased or decreased after Octuber 
Bnet stest year? DADAM To which (Gallectortaomeel wes Mes) 3, 1942, and before the end of your taaable year? —. No 
Portland 1 Oregon | 5 Dsd you receive during your taxable year any amount claimed to be non- 
euelfiseparatc return was made for the current year, atate: as tasable other than mterest reported in Schedule A (see Instruction 
H)? Nowe 1 so, attach schedule showing source, nature, an: 
(a) Name of husband or wile a. Rmournoleccnincome. 
(4) Personal exemption, if any, claimed thereon. ton 6. Dhd you at any time during your tazable year own directly or indirectly 
k of a fore ration or a personal holding company as de- 
Coll ot any stoc ign Corpo per ) 
() a ceric s Mes vents fined by section 501 of the Internal Revenue Code? ten 2 UC 
3. Check whether this return was prepared on the cash ea or accrual ((} basu attach atatement required by Instruction K. 16 2420 
[> - 


(SR, NT gS 
a EE 


FORM 104u- & UNITED STATES Le A 


Berertort © * INDIVIDUAL INCOME AND VICTORY TAX RETURN 


| iy venue S- 
OPTIONAL FORM 16404 MAY BE FILED Cer OF THIS FORM IF GROSS INCOME IS 
EPORTED ON THE CASH BASIS FOR THE CALENDAR YEAR, 1S SNOT MOR ORE THAN : 
AND CONSISTS LAS OP SALARY, WAC OTHER COMP! 
ICES, DIVID! DENDS, INTEREST COMPENSATION Lie 


FOR CALENDAR YEAR 1943 
ox Gstal year bepimning / 7... 198, and ening «/r7, (IMA 


a 


= 
Heuy Lb. be LE RRA LE Mee —— 
183.35 1a. fale f 


2 ee MAR ii 1844 


Ocewpetien _Canslr icin $2.0. Social Secartty mumber, fp SILI/0-7ELE | DIST 


le or exchange of capital assets. (Prem Schedule B)__..__.____|_ 
(b) Net gain (or Joss) from sale or exchange of property other than capital assets, (Fram Schedule B).|___ 


7. Rents and royalties. (Frou Schedule C(1))_______ ee | 
8. Net profit (or loss) from business or profession. (From Schedule € (2))_.---_-.---___-_._.-_- 
(State total receipts, from line 1, Schedule C(2) $..........-....-.--—-- ) 
9. Income (or loss) from partnerships; fiduciary income; and other income, (Frem Sehedul C3). «|e 
10. Total income in items | to 9 eee err 2S SN $_20./20.1\£8| $12, 1200|£39- 
DEDUCTIONS SSS SS | 

Il. Contributions. Explain in Schedule D)__.. an nnnnenene- anne peseeanenn see | Gee OOOO xixix xxx | x xe 
12. Interest. Cesta in Schedule E) (See Inctructioms 12 and 16 for Victory Tax dedectiwa) | fe] REET ERE | ae 
13. Taxes, (Eaplein in Schedule F) (See Instrections 13 and 16 fer Vietary Tax dedectien) ence ea ene | GP2O\S/| rxaxxxx | and. 
14. Losses from fire, storm, shipwreck, or other casualty, or theft. (Explain in Schedwo C)._.-_ |. | x RUXXEE ts 
15. Medical, dental, etc., expenses. (Explain in Schedule H)=--2020-----ennenene nen ene eee nen foc ee nee cee : 
16. Other deductions authorized by law. Géxplein ia Schedule GC) ec ccc cece cce eee | cence 
V7. Higeal deductionsiin items) ll to: 16. anne ae! $e I 

. Income Tax net income (item 10, col. I, less item 17, col. 1)...» me 


. Victory Tax net income (item }0, col. 2, less item I7, col. 2)... 2 = 
INCOME AND VICTORY TAX 

20. Unpaid balance of 1943 Income and Victory Tax (from line 22, page 4)... -..-0--ee-eoecennven cee ceeeeeee 
21. You may postpone, until not later than March 15, 1945, payment of the amount you owe up to one-half 
of item 19 (c), page 4. Enter the amount postponed. (For persons whose surtax net income for 1942 
or 1943 exceeded $20,000, see Schedule L—2) oo nn ne pee 

22. Amount paid with this return (item 20 less item 21). __-_.._-.--—---vececoceaneecevecencereceecceeeeeeceeeonecceeesececseeee} $oceee.. elt 

the total of your payments (line 2! (d) on page 4) is larger than your tax 20 on 
23. Refund or 4), enter the Paes e DR III gs Sy me 
Credit Indicate by a check mark (./) what you want done with thia overpayment: Refund it to me [; 
Apply it on my 1944 estimated tax 1). 
I declare under the penalties of perjury, that this return (including any accompanying schedules and statements) has been examined by me and to the best Ging 


knowledge and belief is « true, correct, and complete return, Te m2 a s 
eee Se eee tha e, (2h kD Jee 
Gugrature of parson (ether than taxgeyer or agent) prapas ing return) Wee) tu ane cr Meta. 
coca Lae etd byaheslls aie Lifas ent-- 

(Nemes of Grm ot employs. uf any) Oi ee oe teture (wet made by agent), B mat be signed by besb bon. 


tae} 


THOSE WHOSE INCOME IS SOLELY FROM SALARIES MAY DISREGARD THIS PAGE "*s** 
Schedule A.—INTEREST AND OWNERSHIP OF TAXABLE GOVERNMENT OBLIGATIONS, ETC. (See Instruction 4) 


2 Amount owned at end of year 
ft. Obligations of securities (par value except for United 3. Interest 
States savinge bonds} 


A. Subject to aurtax only: 


(1) United States savings bonds (cost price) and Tresaury bonds issued prior to March 1, 194)___..-._-___ | Sh eee [Cees 
(2) Less: Wholly tax-exempt portion, principal amount not in excess of $5,000 a8 
(Gb aictttexa biclintercst meee mete = ene ee eee ena ee ee ee te aes zx 
(4) Obligations of instrumentalities of the United States issued prior to March |, 1941 (other than Federal 

land banks, Federal intermediate credit banks, or joint atock Jand banka). ....--..--.--.----.-.---. b eae ee gy tee ec sl Meanie nee 20. (ta 
(5) Dividenda on share accounts in Federal savings and loan associations in case of shares issued prior to 

Marchi2opnos2-sene nn cnes conc oo sean coe set eneue seas cues enue con eyeosacseasccccccereeccs EXIKIKrrxrxx/| xx 
(6) Subtotal for interest (totalbofilines*3;4fand'>)o<c stones eeeecs ves. 2accssccsscssceseenvesesee ee RXERRUIKIKIIx | xx 
(7) Less: Amortizable bond premium. (See Instruction 16) ....----..----------------------------- ERRUxxrxrxrxrxx/ x2 
(8) Balance of interest. (Enter as item 4 (a), column ), page |)_-...----.---------------------------- | pxaxaxxxerx| xx 

B. Subject to normal tax, aurtax, and Victory Tax: 

(1) United States savings bonds isaued on or after March I, 1941 (cost price)__----.----..--------------- tee eee ae eel eae 
(2) Other obligations issued on or after March I, 1941, by the United States or any instrumentality thereof 

(include also Treasury notes issued on or after December I, 1940)__----------------- --- e222 eee | een ee eee eee eee | nee] 
(3) Subtotal for interest (total of lines | and 2). (Enter as item 4 (5), column 2, page 1)...-.--------- | EXRXUKKIIKIIX | xX 
(4) Less: Amortizable bond premium. (See Instruction 16)_.--.--.-------------------------------- RRRRXITKEKI | xx 
(5) Balance of interest. (Enteraamlitemid(o)scolurnal Apa geil) seme meee eee ee eee ee eee eee eee XURRTITIIIE x 


Schedule B.—Schedule B (Form 1040) is a separate sheet and should be used in reporting geina and losses from sales or 
exchanges of capital assets and property other than capital asseta, and filed with and as a part of this return. 


Schedule C(1).—INCOME FROM RENTS AND ROYALTIES. (See [natruction 7) 


me | 6. Net proht (cohumn 2 lese 
1. Kind of property 2. Amount p Desreciation of depletion 4, Repairs (explain below) | 5 Other'eansese Gremve vim of Cohwans 3, 4, und 5) 
explntaliscloe (cater as tem 7, page |) 


Lause~ Caaaan Beuh $4320 gine 462.00 Saad Sie | SECT | eee bo |Z || Se 4.7| 32. 
| (oes Es Seeneeeen ee MNO Ore re ell nn 
Schedule C(2).—PROFIT (OR LOSS) FROM BUSINESS OR PROFESSION. (See Instructlon 8) 
ROERterdl) nmtureiol businessjee sss sono s eo Pe oe cee cc cannecuesecceeccce 3 (2)ibusinessiname @22 222206 - 8c scan ese eer eas en eee ee ) 
Pep otal irece iptssmemmem eee ieee eed Aree Ute OnE 2 2 SL eS. oe Soe oe pees ae rs SRE ee | eee 
COST OF GOODS SOLD OTHER BUSINESS DEDUCTIONS 
(goo ie Risenton ee fan income |. 11. Salaries and wages not included as “Labor” (do not deduct com- 

Enter, the letters “C,” or “C or M.” on lines 2 and h pensation: { orsyoursell 22-2 -- = 2 coco ace samen swe eceeceees || $5oe ee eeee anes |-sae 
6 df inventories are valued at ether cost, of cost of . a 

market, whichever 1s lower) 12. Interest on business indebtedness_....-...------------.--------|.-------------|--- = 


| . Bad debts arising from sales or services 
5. Material and xupplies...-.------.----. seeeeseeeeeen noe 16. Depreciation, obsolescence, and depletion (explain below) 
j 


6. Other costs (explain below)__.-.-._._-}___.....,.........'......] 17. Rent, repairs, and other expenses (explain below)_....--..--.----|_..-.---------|----- 

7. Total of lines 2 to 6_----------_. SS es eee 18. Amortization of emergency facilitics (attach statement)_..---.-.-|___.........------|.----- 

8. Less inventory at end of year-----------|  ) | 19. Total of lines tt lito: |8tecte=.s-ccceese ee Dees es sesso! 

9. Net cost of goods sold (line 7 less line 8)..| §___......-- ame 20. Total of limes: 9'and:1922---22-< 2-22 -scessnaceaeaa-ses | 

10. Gross profit (line | less line 9).-.-....-.- | | ne H ee | 21. Net profit (or loss) (line } less line 20). (Enter as item 8, page }) | Siewisede bentesaae 
EXPLANATION OF DEDUCTION FOR DEPRECIATtON CLAIMED IN COLUMN 3 AND LINE 16, ABOVE 


3. Coat or other basis 


|. Kand of pr opert 2 4. Assets fully depre- | 5. Depreciation al- (6, Remaining cost or} life used in 9. Dagrecsation 
(UF buildings, state erate which 2 Date on gae ae ciated in use atend | lowed (or allowable) other basis to be accunmulat- eDoweble 
constructed) oe ed of year im pror years tecovered ing yer 


2 Explanation 
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ake eee Mew. olare. corsa |} ELSE Cell Ee hel ght ly bet lek a KAA, ey$ceeeeee! RQILE 
LORETO Eg AI yo eee ee | | ae 90ers 5.0L TALL G.--—- eee ee 


Schedule ©/\.—INCOME FROM PARTNERSHIPS, FIDUCIARIES, AND OTPB™™ S7™T OTS 7. 3= tae 8k we 


= Con/ribufions ( corhf) 
Schedule D.—CONTRIBUTIONS. (See Inatruction 11) Schedule E.—INTEREST. (See Inatruction 12) 


=e gy 


1. Name and Address of Orgaruzation 2 Amount 
Aira 2 28.1 Csi. La AY LAE EL Bonn 
eA LEY NCTE ee Eee ES NCD | | er el Ca a? | 
[ONC L of Palo S Ul ta a hie J A ee 4 £R. en NGI L I. LM te LILTY. FY Net re | CE 


= LM ae. LEE MELE Leen) goss eS 2a 


Total. (Enter as item 11, pagel. subject to 15% limitation). | $_..-...-----.--- Total (Enter as item #2, page I)... 
Schedule F.—TAXES. (See Instruction 13) Schedule G.—LOSSES AND OTHER DEDUCTIONS. (See hastractions 14 and 16) 


1. Nature 


we DL ALG. ALND Cons oneness 
onl A eee fate 


Schedule H—MEDICAL, aa ae EXPENSES. (See Instruction 15) 


1. Name and Address of Person to Whom Payments Were Made 2 Appreaumate Date of Actual Payment 3 Amount 


I. Total medical, dental, etc., expenses actually paid during the year as shown in column 3, fees 
2 Amount received during the year as compensation for euch expenses______--.--.-----.---------------- 

3. Payment for medical care not compensated for during the year (line | less line 2)... .---_...---.------- Soseds wo eeeeeeeece 
smaliotalnmcometiniitem#] 0 tps wealeaces-1cocacceweecussccs senesacteccsssacseceseccenacccessecas. se ceeteeeee 
5. Total deductions claimed in items 11, 12, 13, 14, and 16, page |_.-..-..------------------- 22-2 =e 
6. Net income before deduction for medical, dental, etc., expenses (line 4 less line 5)__.......-......-------------- : 
Ts Bb OF EG Gc a a a ce ee | ee lauetes 
8. Excess of line 3 over line 7. (Enter as item 15, page |, subject to mazimum limitation.) (See Instruction 15)____.....-...-------.----- Eee ner| era 


Schedule ].— PERSONAL EXEMPTION AND CREDIT FOR DEPENDENTS. (See Tax Computation Instructiona) 


(i) Personal Exemption @) Credit for Dependents 
Numnber of 

ithe 
Status during the 


Single, or married and not living with husband 
or wife, and not head of family 


Schedule J. —COMPUTATION OF EARNED INCOME CREDIT. (See Tax Computation Jnatructions) 
(2) If your net income ta MORE than $3,000, use only this part 


(i) If your net income is ak 000 or LESS, use only thie part 


of schedute of schedule 
ffepittoree (ieertt8t plgdil).= 2.2 eee eared et incaceel (ace ere ther(§ 4 000 |s.22..2a0. loo. 
ee 0% of vet ee | See al — 
of net incon.e, above, whichever amount ia smaller, but 
| domnatlentenless(then|3300) ae ol 233 9.2 
QUESTIONS 
1. Did you file a return for any prior year? _YE.3.... If so, what was 5. Was the rate of your salary or wages increased or decreased during your 
the latest year? ...-....--. To which Collector's office was it sent? taxable year? (Yes or No) Bb 6 bp 
aaeiee JCS ae Ye er MO) 2) Shae 
2 If you claimed credit for tax paid in line 21 (c), page 4, to which Collector's 6. Did you receive during your tazeble year any amount cleimed to be non 
office was your declaration sent? M20 ad tt. ABLE tazable (see General Instruction 1)? ... 4... If 20, attach schecule 
3. If separate return was made for the current year, state: showing source, nature, and amount of such income. 
(a) Namevof hnueband| or wife <-- 5.2.00 200coeecesesccnsencnaecc--n---- 
(8) Persona! exemption, if any, claimed thereon __........--.----------- 7. Did you at any time during your taxable year own directly or indirectly 
litte Mie tc which Riwassent ........ any stock of @ foreign corporation, or a personal holding compeny as 
SE defined by section 501 of the Internal Revenue Code? . /¥2_... If 


fg oe) ey eee a ee) en eA. on ee oo hee pe ee Va ee aT. oor ee 


see ee eee as we tere ee eee —s> - 


COMPUTATION OF INCOME AND VICTORY TAX. (See Tax Computation Instructions) 


Me ILB| 3B 


AMES alancel(suntaxsrict sl COrmic) ese sex iss ee eee naa Se ne eee s ee ere ese $.L3.7L.j).@2 
5. Less: Certain interest on Government obligations (item 4 (a), page !)...........-._.__.]$_____._.._. 
6. Earned income credit. (Fram Schedule J-(1) or J42) 
Wem baismicersubyectat omnorsmal ta xeer ts = eee eee 2 eee $6,738 |62 
em lNoririatataxs( O65: of7liriesd)) rece oe somone a ea oe wee DB) AAT 
9. Surtax on amount in line 4, (See Sustaz Table, page 3 of Instructions)... -e---e-eeeeeeceterneenceenenteeereeeeeteeeetteeee eel. L309 24 cae 
10. Total Income Tax (line 8 plus line 9). if Schedule B is ued and alternative tax computation made, enter line 16, Schedule B)..... = $_LGLS ee 
11, Less: Income Tax paid to a foreign country or U.S. possession. (Arach Farm 116). eeesaecn eee nsceececeeceeen| eccecesesceesseshee 
(5, SSSI Toys: INGLE NS, 9, aR ae _ ee ee Sizieesias 
13. NET VICTORY TAX (line 6 of Victory Tax Schedule, below) Picts ae OND Beta SL ' 
AMT iotal toda lirvest|i2¢ecric «1:3 meme eae emt na see secce ccc estes seesaw tee soe ee 
15. Income Tax paid at source on tax-free covenant bond interest. (See Footnote |)... 2.0.2 --eeeeee ee | nied 
I uppseirve sa 4 less tlnine mis) = eeeeeen seek corre ak eee he ie ph mat ay Ze O47. 27.7 
17. Income Tax for 1942. (See Statement, Form 1125, from Collector) (First, see page 4 of Instructions)____ d| Bue S27 2) 4387 
18. Enter line 16 or 17 whichever is LARGER. (Members of the armed forces see page 4 of Instructions)_...____.. ie 
19. FORGIVENESS FEATURE (Don’t fill in (a), (8), and (c) below, if either line 16 or 17 is $50 or less): 
(a) Enter line 16 or 17, whichever is SMALLER ee 
(8) Enter $50 or three-fourths of (a), immediately above, whichever is LARGER. This is caus 
the FORGIVEN part of the tax.._______. pee | |e eh 
(c) Enter the UNFORGIVEN part of the tax eh i is s OBA BALANCE (subtract (4) from (a)). (See y 
ootriotey2) mers smaamenremins a a ae aa) 
20. TOTAL INCOME AND VICTORY TAX. (Total of lines 18 and 19 (¢)). — 
21. Less: (a) Income and Victory Tax withheld by employer. 


(5) Income Tax paid on 1942 income_____.___. iia ee ee | Pee Tt. 
(c) Tax paid on 1943 income on account of Declaration of pcmated Taxes | eee 


(d) Total payments_. pean ee ee 
22. UNPAID BALANCE OF INCOME AND VICTORY TAX. (If line 20 is larger than line 21 (ate enter the 
difference here and also as item 20, page I; if not, see item 23, page |)... eee eeeeee eee cere 
FOOTNOTE 1.—If you claim e credit In line 15, diaregard nes 19 (a) and (6), complete Schedule L-1 on page 4 of Instructiona, and emter result im lime 19 (c). 


Attach completed schedule. 
FOOTNOTE 2.—If your surtexz net Income for 1942 or 1943 excended $20,000, requiring you te eemplete Schedule L-2, emter here the amecunt sree co ee 
or 27 of euch achedule, $._._........-------- -_—_—----. and Increase 18 (c) by such amount. 


Schedule K—VICTORY TAX. (See Tax Computation Instructions) 


1. Victory Tax net income (item 19, page !)__...-._.-_.---- ee veneer 
2. Less: Specific exemption ($624 if return reports income of only one person; otherwise, see 


Bealncomersubject to Victory Dax (line,| less /line 2) 2.2 
Dee Teeabctore crest 60e liline ee | serra ee 
5, Victory Tax credit: 3 
(a) Single person, or married person not living with husband or wife: 25% (plus 2% for son, t) ’ 
of line 4, but not more than $500 (plus $100 for each dependent)__..__ 
(3) Married person living with husband or wife if separate returns are filed: 40% (plus 2% for each dependent). 
of line 4, but not more than $500 (plus $100 for each dependent)... ee 
() aes person living with husband or wife if only one return or a joint return is filed, or head of a family: 
% (plus 2% for each dependent) of line 4, but not more than $1,000 (plus $100-for each PAM 
he Schedule [-(2), for exclusion of one dependent by head of a family)... Jer ae $,..2L£¢ 
6. Net Victory Tax (line 4 less line 5). (Enter in line 13, above)... DE Eee) See wa 


Schedule L.—-To be used only by individuals whose surtax net income for 1942 or 1943 exceeded $20,000 
Schedule to determine whether Section 6 (c) of the current Tax Peyment Act of 1943 ia applicable 


|. Surtax net income for 1942 (item 23, Form 1040 (1942)). Os ae =. 
2, Surtax net income for 1943 (line 4, above) 
3. Surtax net income for base year, $.._. 
1939 ___; 1940 __..) 
If either line | or 2 is greater than line 3, separate Schedule L-2 should be secured from the collector and filed with and asa pert of 
this return. 


Note—If a joint return is fled for either 1942 of 1943 and separete returns fer the ether of euch years, auter the aggregete of the separate sustaz net 
Incomes for the separate return year. The ourtar net income to be entered In line 3 shall be determined im the came manner as the surtar mot 
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DEFENDANT’S EXHIBIT No. 28 


Ross B. Hammond Co. 

Building Construction 

1214 Spalding Building 
Portland, Oregon 


[Stamped]: Received Mar. 7, 1938. Rules and 
Regulations Division. 


March 3rd, 1938. 


Commissioner of Internal Revenue, 
Internal Revenue Building, 
Washington, D. C. 


Sur: 

In accordance with requirements of Article 42-4, 
Regulations 94, appheation is hereby made for per- 
mission to account for profits upon contracts per- 
formed by this company, upon the basis of a per- 
centage of contracts completed within each calen- 
dar year. 

Doubtless this request is not necessary as no 
change is being made in the accounting methods 
heretofore employed, but on December 31st, 1937, 
the corporation, Ross B. Hammond, Inc., was dis- 
solved and the business transferred to Ross B. 
Hanunond, the sole stockholder of the corporation. 
The first return, of course, covering the operation 
of the business as a sole proprietorship, will be for 
the year 1938, and, as we understand the regula- 
tions, the method used upon the first return is 
optional with the taxpayer. However, since there 
been a change in the form of organization, it is de- 
sired to take every precaution possible to see that 
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the method heretofore employed by the corpora: 
tion is perpetuated and that the new ownership is 
permitted to file upon the same basis as that used 
by the corporation. 

In view of the fact that the corporation’s books 
had been kept on the accrual basis, the individual 
books would be kept on a similar basis and the re- 
turns made accordingly on the accrual basis. 

A letter from you upon these points will be ap- 
preciated. 


Very truly yours, 


ROSS B. HAMMOND CO. 
By /s/ ROSS B. HAMMOND. 
RBH:EP 


Mar. 29, 1938. 
1T:HR:FMA 


My. Ross B. Hammond, 
c/o Ross B. Hammond Company, 
1214 Spalding Building, 
Portland, Oregon. 
ae: 

Reference is made to your letter dated March 
3, 1938, in which you request permission to report 
your gross income for the calendar year 1938 from 
contracts upon the basis of a percentage of com- 
pletion of such contracts in accordance with the 
provisions of article 42-4, Regulations 94, which 
is the same method used by Ross B. Hammond, 
Inc., the assets and business of which were trans- 
ferred to you as sole stockholder on December 31, 
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1937, and now being operated as a sole proprietor- 
ship. It is assumed that no income was received 
by you as an individual from long-term contracts 
prior to January 1, 1938. 


You are advised that to the extent that your in- 
come is derived from long-term contracts as de- 
fined in article 42-4 of Regulations 94, you may re- 
port your gross income from such contracts upon 
either of the two bases set forth in that article of 
the regulations. Which ever method is adopted by 
you in your first return must be followed for subse- 
quent years, unless permission to change such 
method of accounting is obtained from the Com- 
missioner as provided in article 41-2 of Regula- 
tions 94. 


Respectfully, 


JOHN R. KIRK, 
Deputy Commissioner. 


Head of Division. 
FMA/ERH-1 
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[Stamped]: Received Apr. 8, 1938, Rules and 
Regulations Division. 


Ross B. Hammond Co. 

Building Construction 

1214 Spalding Building 
Portland, Oregon 


April 5, 1938. 
IT:RR:FMA 


My. John R. Kirk, 

Deputy Commissioner of Internal Revenue, 
Internal Revenue Building, 

Washington, D. C. 


Dear Sir: 


On March 8rd, 1938, the writer addressed a let- 
ter to the Commissioner of Internal Revenue stat- 
ing that Ross B. Hammond, Inc., a corporation, 
had been dissolved, and the business transferred to 
me, the sole stockholder. I requested permission 
to report income from contracts, as an individual, 
on a percentage of completion basis, as the corpo- 
ration had previously been doing, and to keep all 
accounts and make all returns on an accrual basis. 
Your reply of March 29th, grants permission to 
me to report income from contracts as the corpo- 
ration had been doing, but makes no statement re- 
garding keeping all accounts on an accrual basis. 

Up to the year 1938, Ross Bb. Hammond, Inc., 
a corporation, made all of their returns on an ac- 
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erual basis, and Ross B. Hammond, as an indi- 
vidual, who kept no books, made all of his returns 
on a cash basis. 

The corporation has been dissolved, and all fu- 
ture returns will be made as an individual, and, 
since the main income of Ross B. Hammond is 
from the construction business which has been kept 
on an accrual basis, we therefore, request definite 
permission to make all future returns of Ross Bb. 
Hammond as an individual on the same basis as 
the corporation had previously made returns, which 
is the accrual basis. 


Very truly yours, 


R. B. HAMMOND CO., 
/s/ R. B. HAMMOND. 
hedoslal 3) oil ee 
IT :E:6 


LBV 
Apr. 25, 1938. 
Mr. Ross B. Hammond, 
1214 Spalding Building, 
Portland, Oregon. 


Sine: 


Reference is made to your letter dated April 5, 
1938, in connection with your request dated March 
3, 1938, for permission to change your method of 
reporting income from the cash to the accrual ba- 
sis, beginning with the taxable year ending De- 
cember 31, 1938. 


] 
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In order that proper consideration may be given 
to your application it is necessary that informa- 
tion be submitted showing as at the end: of the tax- 
able year 1937 the amounts of all items of (a) in- 
come accrued but not received; (b) income received 
in advance of when earned; (c) expenses accrued 
but not paid, and (d) expenses prepaid. The prin- 
cipal items comprising the foregoing classifications 
should be stated with the respective amounts 
thereof. It should also be stated how each of the 
foregoing classifications was treated for Federal 
income tax purposes for the taxable year 1937. 


Upon receipt of the information requested, con- 
sideration will be given to the matter. 


Respectfully, 


JOHN R. KIRK, 
Deputy Commissioner. 


By P. W. LUGKHIM 
Acting Head of Division. 


[Pencil Notations on bottom, of page illegible. ] 
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[Stamped]: Received May 11, 1938, Audit Divi- 
sion E. 


Ross B. Hammond Co. 

Building Construction 

1214 Spalding Building 

Portland, Oregon 
IT :E:6 
LBV 
May 9, 1938. 

Mr. John R. Kirk, 
Deputy Commissioner of Internal Revenue, 
Internal Revenue Building 
Washington, D. C. 


Dear Sir: 


Replying to your letter dated April 25, 1938, re- 
garding permission to change my method of re- 
porting income from cash to the accrual basis, be- 
ginning with the taxable year 1938, please be ad- 
vised that all items on my personal return for 1937 
were reported upon the cash basis, hence: 

(a) There was no accrual of income not re- 
celved ; 

(b) No income received in advance of when 
earned ; 

(c) No expenses accrued but not paid; and 

(d) No expenses prepaid. 

Accordingly none of these items were shown on 
the tax return for the year 1937. 
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As previously stated, the reason for seeking per- 
mission to file on the accrual basis is occasioned 
by the fact that I have personally taken over the 
contracting business previously conducted by Ross 
B. Hammond, Inc., and, as you have been advised 
heretofore, the accounts of that company were kept 
on the accrual basis. Request has therefore been 
made for permission to report my income from the 
contracting business upon the accrual basis, and it 
is desired that the return be uniform with respect 
to my personal income. 

I trust this is the information you desire, but, 
if not, I shall be glad to hear from you further. 


Yours very truly, 


/s/ R. B. HAMMOND. 
RBH EP 


DEFENDANT’S EXHIBIT No. 29 
Statement 
[Red Pencil]: 
IT:R:A:Recomp. Reed 6/20/47 
[ Ilegible. ] 
In re: Ross B. Hammond, Portland, Oregon. 
[ Illegible. ] 
Years: 1942 and 1945 


Income Tax 
Years Liability Prior Liability Deficiency 
1942-1943 $284,559.71 $264,356.42 $203.29 


This computation is made on the basis that 75% 
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of the income of the partnership of Ross B. Hain- 
mond Company, exclusive of any credits to R. M. 
Mason and A. V. Peterson, is taxable to the above- 
named taxpayer. 


1942 
Net income, agent’s report dated August 29, 1944............ $316,252.49 
esc) artnership income Overstated......2....----.<-.--<c.ce--0-22 10,391.62 
INVUE Cou OPTS: Fe IWS 27 Bee ee $305,860.87 
ese Personal exemption -...........--...--.----..-.: $1,200.00 
(Li SCOlTL Bey eae (oy OY sy 4 Ye (cy he Ac ee ee 390.00 1,550.00 
Ibatanice {surlax Net iNCOMMe) .......-.....-0..-....-..000-ccc.-n- es $304,310.87 
Less: Earned income credit (10% of $14,000.00)............ 1,400.00 
INOmmia TAX MEL INCOME. .cc.21cccc.c2cesccec-coeec0ccceseenceseesaecseeesesdee $302,910.87 
Nonmaltax at 6% on'$302,910.87......-.--...2..c..c:.<cccteccencce ees $ 18,174.65 
Srmtemxaon POOL SLOG oie ocean nse cece dedeactensoc occ 242,674.91 
“Desball (se cose os 2 ee E $242,849.56 
1943 
Income Tax Victory Tax 
Net Income Net Income 
Net income, agent’s report dated 
peust 20 L944, ... 0... $ 78,224.01 $ 80,647.65 
Add: Partnership income ..............-. 42,475.56 42,475.56 
Net income adjusted ............-..--.--+---++ $120,699.57 $123,123.21 


Computation of Victory Tax 


\WIGROUR TER 5 BS 010.) 99s eee eee eee ey ee maT, plZo12o21 
ILSSS@ SSS TOLER Ne 0X0 Ben eee 624.00 
regime suyECk tO VICLOLY Ca .cec2.cc 220 ccs ce ceaeecaeecore ste cee eee $122,499.21 
Wictory taxat 290 on $122,409 20 once -sece. cette 6,124.96 
LES. WRG WAT Ey LP Ale e106 ee eee 600.00 


[SGI WISIG) ABIES Gee a eee eee SNOMED SS $ 5,524.96 
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> Computation of Income Tax—Alternative Tax 


(Applicable) 

Net income adjusted ...-:...025 2025. cc--ceccecocc $120,699.57 
Less: Net long-term capital gain 2 2 ee 50.00 
Ordinary net imeome ....-...-.:-2.06..224.. $120,649.57 
Less: Personal exemption ...........-...---.-2.------- $1,200.00 

Credit for dependent ............2.--.--:-::-:0-00-- 390.00 1,550.00 
Balance (surtax net income) ....:...-2.---2-2c0s.:0---e- eo $119,099.57 
Less: Earned income credit (10% of $14,000.00)............ 1,400.00 
Balance subject to normal tax... 2 $117,699.57 
Normal tax at 6% on $117,699.57. __........0.-:--.--5ee ee $ 7,061.97 
Sirtax on $119,0905 7 ..._..0ee eeee ee 74,228.66 
Partial tax: 2.222... ccccc tiene $ 81,290.63 
Plus 50% of net long-term gain of $50.00.....................--- 25.00 
PAUMETMAtIVEN LAX .....-.-<tsss2cecccssocacs2csescecessedescecsseseceee eee $ 81,315.63 
Votalbincome tax. ...cai000 ene oe $ 81,315.63 
Plusivaclory tax 2.2 ccc eee 5,024.96 
Total’income tax and “victory tax.......2......2.22.... = $ 86,840.59 
Jncome tax tor 9042. ..........:..0..02 ee $242,849.56 
Amount of 1942 or 1943 tax whichever is larger.............. $242,849.56 


Forgiveness feature (not to be used if either 1942 or 
1943 tax is $50.00 or less) : 
(a) Amount of 1942 or 1943 tax whichever 
is sintalley 4.5 eee ee $86,840.59 
(b) Amount forgiven ($50.00 or three- 
fourths of (a), whichever is larger) .... 65,130.44 


(c) Amount forgiven ..........222.¢..... $ 21,710.15 
Total income and victory tax liability..........2.000.0...2...... $264,559.71 
Income tax previously determined............-...-------0c---co-eee- 264,356.42 


Increase in income and victory taX...............-.--sc-sceeeseeeees $ 203.29 
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Explanation of Adjustments—1942-1943 
It is held that during the years 1942 and 1943 a 
partnership existed between Ross B. Hammond and 
his son, Wiliam A. Hammond, and that profits 
therefrom should be taxed 75 percent to the father 
and 25 percent to the son; also that the amounts of 
$86,635.86 credited to the accounts of H. M. Mason 
and A. V. Peterson in 1942 and $77,366.37 in 1943 
could not be considered constructively received and 
therefore the two partners should be taxed upon the 
entire income exclusive of the credits above in- 
dicated, or a redistribution of partnership income as 

follows: 
1942 


Net income of partnership Ross B. Hammond and Company before 
credits of $86,635.88 to H. M. Mason and A. V. Peterson: 


(Report dated December 21, 1945) __uw. tee eeeeeeeeeeee $410,610.02 
Add: Salary paid to William A. Hammond..................-.-- 7,900.00 
Total adjusted partnership income...._..........-----.--------------- $418,110.02 
Ross B. Hammond share: 75% of $418,110.02................ $313,582.52 
Amount previously reported 

irepont dated August 29, 1946) __....2--2-cceeeeeeeeees 323,974.14 
Meeheasemil ANCOME .c.2..c0c:sscs-Aoce-ccc bce ee $ 10,391.62 

1943 


Net income of partnership Ross B. Hammond and Company before 
credits of $77,366.37 to H. M. Mason and A. V. Petersen: 


uemotiecated April V2) 1947). ......<cccscsevecteectectenc--creeeees $162,063.26 
Add: Salary paid to William A. Hammond....................-- 7,000.00 
Mise warenecsmip INCOME 2222-2 c.s--eeeecc--o-ceseceescuse see $169,563.26 
Ross B. Hammond share: 75% of $169,563.26................ $127,172.45 
Previously reported 

(report dated Ausust 29) 1946))...............:...ceeee 84,696.89 


Mee tei ite MNCOMIG: 2222-2. 2 oes <a caso 5s a2 4 sacaseccesseaceste eee $ 42,475.56 
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Statement 


IT :R:A—Recomp. [Red Pencil] Reed 6/20/47 
| Liegible. ] 


In re: William A. Hammond, Portland, Oregon 


Years 1942 and 1943 
Income Tax 
Years Liability Prior Liability Deficiency 
1942-1943 $61,910.57 $28,100.23 $33.810.34 


This computation is made on the basis that 25 per- 
cent of the income of the partnership of Ross B. 
Hammond and Company, exclusive of any credits 
to H. M. Mason and A. V. Peterson, is taxable to the 
above-named taxpayer. 


1942 
Net income shown on amended return...........---.-..-------0---- $ 44,933.10 
Add: Partnership income understated............-.--..-.-----:+++- 59,897.85 
Wet: income adjusted <.2......-..-c.qsccceces ee $104,830.95 
Less: Personal exemption ....4......4.0...0 1,200.00 
Balance (Surtax net me@me).....................0. ee $103,630.95 
Less: Earned income credit: (10% of $14,000.00).......... 1,400.00 
Normal tax net income... $102,230.95 
Normal tax at 6 percent on $102,230.95..........-..-c-0c-ceeese-0 $ 6,133.86 
Surtax on $103,630.95. ....c:c.-.c0ctoc020eee-0-s 62,008.45 


Total tax. .....ccscss ence eee $ 68,142.31 
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1942 Recomputed 
Section 6(d)(1) Current Tax Payment Act of 1948 
Net income shown on amended return..................2..----------- $ 44,933.10 
Add: Partnership income understated........-...2..022..-...2--- 59,897.85 
Berm O EG AG] USEC c2ceeecc eye sess. cee. Maeaccto-cscovedeereverveesenceres $104,830.95 
Amount of earned income excluded under section 6(d) 

(1) Current Tax Payment Act of 1943.00.00... 14,000.00 
FQU NABER SE ae ol $ 90,830.95 
Wee crmueTSOMal, CXCMIPLON: .-2--..---222:-2-ene-ccsocncenoseesteccesdecene 1,200.00 
isalance (surtax net INCOME) —...-...-..-..-<.--2.-2-cc.ccucncteucees $ 89,630.95 
Mess; Warned INCOME CLedIt......--..-cccocesssce-ccsesecesoeeceeteeneoneae None 
Pema MbAX TEL [COM Gs -.:.c.cces2.s--e0ccecescc susasaacaccc-eecocsescouceeees $ 89,630.95 
Norma] tax at 6% on $89,630.95..._..222-...--esceecceceeceneeeeees $ 5,977.80 
CODES CLL GAMO oho! se eo 51,163.21 
iy isdcerl yam ooo sccc a ccbcsccvcseseousssete See $ 56,541.07 

1943 
Income tax Victory tax 
net income net income 
Net income reported on return................ $44,115.59 $44,493.60 
Less: Partnership income overstated........ 1,654.29 1,654.29 
(Net income adjusted. ................2.....-0..-0-- $42,461.30 $42,839.31 


Computation of Victory Tax 


EB ieboey stax net iNCOme: 6c ls ..1....:. See $ 42,839.31 
Bee cre PECIIIC (EXETMPELOM 2-2-2 Aces + cscs ve aeeee sone ee 624.00 
Dimeamme suloject tO VICLOLY taxi -ac<ccec2pceensectscnsesecsccesteoascaee $ 42,215.31 
Raetory tax at 99 on $42,215.31... eeececeeeeee ecco: $ 2,110.77 
Messvcredit: 40% of $2,U1O7 7. ca...cccccvece-c-nseeceseacccseteoneeese 844.31 


SSCS WARGINGTS 7 Ra 2 cepa orepene oh aa $ 1,266.46 
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Computation of Income Tax 


RA jittte tian “income, .....-2.2.--...-.------no ce eiet eee $ 42,461.30 
Less: Peisowel exemption’ ............................ eee 1,200.00 
Balance €surtas fet iticome):....................c00-..-ccese $ 41.261.30 
Wess: “Hanmed iieoniexeredit _._....................-...... ee 892.67 
Balance sibjcct"totnermeél ax. __......................-.- es § 40.368.63 
Normal ‘tak at 6% on $40;368.63__.__...__._____--..- 2,422.13 
SerUhe toh ON 2610 ec 17,789.39 
Se eee EIS > 20,21de52 
Pigg? Met wieWary tax ..........---.--2-..---sccecseseee 1,266.46 
Totalimeome ‘atid wictory ‘ta.....................00...... ee $ 21,477.98 
Income tax for 1942 recomputed...................-..-...--.--e0-nees $ 56.541.07 
Amount of 1942 or 1943 tax whichever is larger-........... §$ 56.541.07 


Forgiveness feature (not to be used if either 1942 or 
1943 tax is $50.00 or less) : 
(a) Amount of 1942 or 1943 tax whichever 
WS SHMINMST ono occ. oc oneness nee nnadennnnen cnc $21,477.98 
(b) Amount foregiven ($50.00 or three- 
fourths of (a), whichever is larger).... 16.108.48 


(c}” AimonntunfGnsowen. .................--.--.----e-- ee $ 5,369.50 

Total income and victors tax liability........................ 220% $ 61,910.57 

Income tax previously determined.......................0.cccecceeee 28,100.23 

Deficiency in income and victory taX.................2---+e $ 33.810.34 

Earned Income Credit: 

* (10% ef G06 of 6926590.81 ................... $ 847.82 
VOGG. Gf BTS SD 2... accce-ssceeceececeseeeeeee ee 44.85 
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Tixplanation of Adjustments 
1942-1943 


It is held that during the years 1942 and 1943 a 
partnership existed between William A. Hammond 
and his father Ross B. Hammond, and that the 
profits therefrom should be taxed 25% to the son, 
and 75% to the father; also that the amounts of 
$66,635.88 credited to the accounts of H. M. Mason 
and A. V. Petersen in 1942 and $77,366.37 in 19438 
could not be considered constructively received and 
therefore the two partners should be taxed upon the 
entire income exclusive of the credits above in- 
dicated, or a redistribution of partnership income as 
follows: 

1942 


Net income of partnership, Ross B. Hammond and Company before 
credit of $86,635.88 to H. M. Mason and A. V. Petersen: 


(Report dated December 21, 1946) ..00.2..2..eeeeeeeeeeeeeeeee $410,610.02 

Add: Salary paid to William A. Hammond.................... 7,500.00 

Total adjusted partnership income.............--..--------0-------+ $418,110.02 

William A. Hammond share: 25% of $418,110.02.......... 104,527.51 

Amount previously reported on amended return.............- 44,629.66 

ARMM PGE WIT NICO IMG 2-2-2 2-c2¢-.0500cdacanccccassconce<>-++enceaceceresecueres $ 59,897.85 
1943 


Net income of partnership, Ross B. Hammond and Company before 
credits of $77,366.37 to H. M. Mason and A. V. Petersen: 


(Report dated April 12, 1947) oe eee eceeeeceeceeees $162,063.26 
Add: Salary paid to William A. Hammond.....................- 7,500.00 

$169,563.26 
William A. Hammond share: 25% of $169,563.26.......... 42,390.91 


Amount reported on original return........2..2...2.2-2.-:ececeeee 44,045.10 


MD eee a SEIT) INCOME » s...c.5c0cs2cdedecs<asneenscseacssy/ccscseesesacsenseeneen-- $ 1,654.29 
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DEFENDANT’S EXHIBIT No. 36 
Journal Entry: J. 125 


Dec. 31, 1942 Job 208 § 125 4725458 
Job 210 53307.66 
Job 211. 39670.81 

Office Salaries 16467.51 

W. A. Hammond, A/P overhead 37129.66 

A. V. Peterson 37129.66 

H. M. Mason 49506.22 


[Endorsed]: No. 12078. United States Court of 
Appeals for the Ninth Circuit. J. W. Maloney, 
United States Collector of Internal Revenue for the 
District of Oregon, Appellant, vs. Ross B. Ham- 
mond, Appellee. Transcript of Record. Appeal from 
the District Court of the United States for the Dis- 
trict of Oregon. 


Filed: October 22, 1948. 
/s/ PAUL P.O’ BRIER, 


Clerk of the United States Court of Appeals for the 
Ninth Circuit. 
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In the United States Court of Appeals 
for the Ninth Circuit 


No. 12073 


J. W. MALONEY, United States Collector of 
Internal Revenue for the District of Oregon, 
Appellant, 
VS. 


ROSS B. HAMMOND, 
Appellee. 


MOTION 


Comes now Henry L. Hess, United States Attor- 
ney for the District of Oregon, and Victor E. Harr, 
Assistant United States Attorney, and based upon 
affidavit moves the Court for an order extending the 
time for filing the record on appeal and docketing 
the action, granting to appellant ninety (90) days 
from June 18, 1948. This motion is based upon 
Rule 73, Rules of Civil Procedure. 


Dated at Portland, Oregon, this 15th day of 
July, 1948. 
HENRY L. HESS, 
United States Attorney for the District of Oregon. 
/s/ VICTOR E. HARR, 
Assistant United States Attorney. 
So Ordered: 
/s/ FRANCIS A. GARRECHT, 
Senior United States Circuit Judge. 
(Affidavit of Service by Mail.) 
[Endorsed]: Filed July 16, 1948. Paul i. 
O’Brien, Clerk. 
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[Title of U. 8. Court of Appeals and Cause.] 


MOTION 


Comes now Henry L. Hess, United States Attor- 
ney for the District of Oregon, and Victor E. Harv, 
Assistant United States Attorney, and based upon 
attached affidavit moves the Court for an order 
extending the time for filing the record on appeal 
and docketing the action, granting to appellant 
thirty (30) davs from September 16, 1948. This 
motion is based upon Rule 73, Rules of Civil 
Procedure. 


Dated at Portland, Oregon, this 10th day of 
September, 1948. 
HENRY L. HESS, 
United States Attorney for the District of Oregon. 


/s/ VICTOR E. HARR, 
Assistant United States Attorney. 


ORDER 


This matter coming on to be heard upon motion 
of Henry L. Hess, United States Attorney for 
the District of Oregon, and Victor E. Harr, Assist- 
ant United States Attorney, for an order extending 
the time thirty (30) davs from September 16, 1948 
for filing the record on appeal and docketing the 
action, and the Court having considered said motion 
and the supporting affidavit filed therewith, and 
being advised, it is 

Ordered that the appellant be and he is hereby 
eranted an extension of thirty (30) days from 
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September 16, 1948 within which to file and docket 
the record on appeal. 


Dated at San Francisco, California, this 13th day 
of September, 1948. 


/s/ WILLIAM DENMAN, 
Chief Judge, U. S. Court of Appeals for the Ninth 
Circuit. 


(Affidavit of Service by Mail attached.) 


[Endorsed]: Filed September 13, 1948. Paul P. 
O’Brien, Clerk. 


[Title of U. S. Court of Appeals and Cause. ] 


MOTION 

Comes now Henry L. Hess, United States Attor- 
ney for the District of Oregon, and Victor KE. Harr, 
Assistant United States Attorney, and based upon 
the attached affidavit moves the Court for an order 
extending the time for filing the record on appeal 
and docketing the action, granting to appellant 
thirty (80) days from October 16, 1948. This motion 
is based upon Rule 73, Rules of Civil Procedure. 


Dated at Portland, Oregon, this 11th day of 
October, 1948. 
HENRY L. HESS, 
United States Attorney for the District of Oregon. 


/s/ VICTOR E. HARR, 
Assistant U. 8. Attorney. 
(Affidavit of Service by Mail attached.) 


[Endorsed]: Filed October 14, 1948. Paul P. 
O’Brien, Clerk. 
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OBJECTIONS TO MOTION FOR EXTENSION 
OF TIME TO DOCKET APPEAL 


Comes now the appellee above-named and objects 
to the granting of the motion of the appellant for 
an extension of time for filing the record and 
docketing the appeal for a period of thirty days 
from October 16, 1948 on the following grounds, 
to-wit: 

1. Neither the motion nor the affidavit attached 
thereto and upon which the motion is predicated 
presents any valid reason for such extension of 
time. 


2. That under Rule 73(g) of the Federal Rules 
of Civil Procedure the District Court alone is 
authorized to grant an extension of time for the 
docketing of an appeal. 

This objection is based upon the affidavit of 
Robt. T. Jacob, verified October 14, 1948, and upon 
the records and files of this cause in this Court 
and in the United States District Court for the 
District of Oregon. 

Dated October 14, 1948. 

/s/ ROBERT T. JACOB, 


/s/ 8. J. BISCHOFBF, 
Attorneys for Appellee. 


(Acknowledgment of Service.) 


[Endorsed]: Filed October 15, 1948. Paul P. 
O’Brien, Clerk. 
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ORDER 


This matter coming on to be heard upon motion 
of Henry L. Hess, United States Attorney for the 
District of Oregon, and Victor EK. Harr, Assistant 
United States Attorney, for an order extending the 
time thirty (30) days from October 16, 1948, for 
the filing of the record on appeal and docketing 
the action, and the Court having considered said 
motion and the supporting affidavit filed therewith, 
and being advised, it is 

Ordered that the appellant be, and he is hereby 
eranted an extension to October 23, 1948, within 
which to file and docket the record on appeal. 

Dated at San Francisco, California, this 15th day 
of October, 1948. 

/s/ WILLIAM DENMAN, 
Chief Judge, U. S. Court of Appeals, Ninth Circuit. 


[Endorsed]: Filed October 15, 1948. Paul P. 
O’Brien, Clerk. 


[Title of U. S. Court of Appeals and Cause. ] 


APPELLANT’S STATEMENT OF POINTS ON 
WHICH HE INTENDS TO RELY ON AP- 
PEAL AND DESIGNATION OF THE REC- 
ORD FOR PRINTING 


Comes now J. W. Maloney, United States Col- 
lector of Internal Revenue for the District of 
Oregon, appellant above-named, and pursuant to 
Subdivision 6, Rule 19, of the Rules of the United 
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States Court of Appeals for the Ninth Circuit, 
hereby adopts the statement of points filed in the 
District upon which appellant intends to rely on 
appeal, and herewith designates the following parts 
of the transcript of record as prepared and certi- 
fied by the Clerk of the District Court to be printed 
for the purposes of this appeal: 


1. Complaint, filed March 16, 1946. 

2. Answer, filed July 19, 1946. 

3. Motion and Notice and Affidavit attached for 
leave to file an amended answer, filed October 17, 
1947. 

4, Objections to the Motion of defendant for 
leave to file an amended answer, and affidavit 
attached thereto, filed October 27, 1947. 

>. Petition of the United States for leave to 
intervene, filed October 31, 1947. 

6. Objections to petition for intervention, filed 
November 10, 1947. 

7. Order sustaining plaintift’s objections to peti- 
tion for intervention, entered and filed November 
14, 1947. 

8. Findings of Fact and Conclusions of Law, 
filed April 21, 1948. 

9. Judgment, entered and filed April 21, 1948. 

10. Notice of Appeal, filed June 18, 1948. 

11. Motion, Affidavit and Order of the Circuit 
Court of Appeals, granting extension of ninety days 
from the date of filing Notice of Appeal to file 
and docket record on appeal, dated July 16, 1948, 
and filed July 22, 1948. 
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12. Motion, Affidavit and Order of Cireuit Court 
of Appeals granting extension of thirty days from 
September 16, 1948 within which to file and docket 
record on appeal, dated September 13, 1948, filed 
October 19, 1948. 


13. Order of the Cireuit Court of Appeals 
granting extension to October 238, 1948, to file and 
docket record on appeal, dated October 15, 1948; 
filed October 19, 1948. 


14. Statement of Points on which Defendant 
Intends to Rely on Appeal. (D.C.) 


15. Order to send trial exhibits. 


16. Designation of Contents of Record on Ap- 
peal. (D.C.) 


17. Entire transcript of testimony and proceed- 
ines of the trial. 


18. The following exhibits: 


Plaintiff’s Exhibit 1—Letter dated July 7, 1938, 
Commissioner of Internal Revenue to Ross B. 
Hammond. 


Plaintiff’s Exhibit 3—Agreement and Articles of 
Partnership dated Feb. 3, 1942, between Ross B. 
Hammond and William A. Hammond. 


Plaintiff’s Exhibit 4—Agreement dated Feb. 3, 
1942, between Ross B. Hammond and Henry M. 
Mason. 

Plaintiff’s Exhibit 5—Agreement dated Feb. 3, 
1942, between Ross B. Hammond and A. V. Peter- 
sen. 
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Plaintiff’s Exhibit 6—Only that part of the ex- 
hibit consisting of the income tax returns of Ross 
6b. Hammond for the years 1942 and 1943. 


Defendant’s Exhibit 26—Original income tax 
returns of A. V. Petersen for 1942 and 1943. 

Defendant’s Exhibit 27—Income tax returns of 
Henry M. and Elizabeth R. Mason for 1942 and 
1943. 


Defendant’s Exhibit 28—Letters dated March 3, 
1938, taxpayer to Commissioner; March 29, 1938, 
Commissioner to taxpayer; April 5, 1938, taxpayer 
to Commissioner; April 25, 1938; Commissioner 
to taxpayer; and May 9, 1938, taxpayer to Com- 
missioner. 


Defendant’s Exhibit 29—Statement in re Ross 
B. Hammond for the years 1942 and 1943, and 
statement in re Wilham A. Hammond for the 
years 1942 and 1943. 


Plaintiff’s Exhibit 31—Subsidiary Ledger <Ac- 
count A. V. Petersen. 


Plaintiff’s Exhibit 32—-Subsidiary Ledger Ac- 
count H. M. Mason. 


Plaintiff’s Exhibit 35—Sheet from Subsidiary 
Ledger in re Capital Account. 


Defendant’s Exhibit 36—Transcript of Journal 
Entry 125. 


All of the other exhibits are either unnecessary 
for consideration of the points upon which appel- 
lant intends to rely upon appeal, are voluminous 
and are otherwise not susceptible for printing but 
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will be available for inspection by the Court as 
they have been transmitted to the Cireuit Court 
in their original form. 
19. This Statement and Designation. 
Dated this 10th day of December, 1948. 
/s/ HENRY L. HESS, 
United States Attorney. 
/s/ VICTOR EH. HARR, 
Assistant U. 8. Attorney. 
/s/ THOMAS R. WINTER, 
By /s/ VICTOR KE. HARR, 
Special Assistant to the U.S. Attorney. 


(Acknowledgment of Service.) 


[Endorsed]: Filed December 13, 1948. Paul P. 
O’Brien, Clerk. 


[Title of U. S. Court of Appeals and Cause. | 


DESIGNATION OF ADDITIONAL PARTS OF 
THE RECORD TO BE PRINTED 
Comes now the appellee above-named and desig- 
nates the following additional parts of the record 
to be printed: 


I. Plaimtitt’s Exhibit 12. 
2. Plaantii’s Exhibit 13. 
3. Plaimtift’s Exhibit 14. 
4, Plaintift’s Exhibit 15. 
). Plaimtiff’s Exhibit 16. 
6. Plaintiff’s Exhibit 17. 
7. Plaintiff’s Exhibit 18. 
8. Plaintiff’s Exhibit 19. 
9, Plaintiff’s Exhibit 20. 
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Appellee objects to the printing of the following 
portions of the transcript of the testimony on the 
eround that all of said testimony pertains to the 
issue of partnership only. In Appellant’s statement 
of points on which he intends to rely on the appeal 
he does not challenge the Findings of Fact and 
Conclusions of Law of the Court below in so far 
as it determines the existence of the partnership 
between Ross B. Hammond and William A. Ham- 
mond. Therefore, all testimony pertaining thereto 
will be an unnecessary incumbrance of the record. 

The parts of the transcript to be omitted are as 
follows: 

1. Omit last two lines of page 27 to and includ- 
ing the first 10 lines on page 33. 

2. Omit the last 5 lines on page 80 to and 
including the first 7 lines on page 102. 

3. Omit last line on page 117 to and including 
the first 14 lines on page 119. 

4. Omit the last 11 lines on page 161 to and 
including the first 17 lines on page 163. 

5. Omit the last 19 lines on page 165 to and 
including page 176. 

6. Omit last 23 lines on page 178 to and inelud- 
ing the first 4 lines on page 191. 

7. Omit page 195 to and including the first 19 
lines on page 198. 

8. Omit last two lines on page 200 to and includ- 
ing the first 3 lines on page 202. 

9. Omit the last 12 lines on page 211 to and 
including page 226. 

10. Omit last 16 lines on page 229 to and includ- 
ing the first 5 lines on page 233. 
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11. Omit all of page 251 except the first line 
to and including the first 14 lines on page 266. 


12. Omit page 280 to and including first 6 lines 
on page 282. 


13. Omit last 23 lines on page 310 to and includ- 
ing page 313. 
14. Omit page 399 to and including page 409. 


Dated December 18, 1948. 
/3/ R. T. JACOB, 
/s/ 8. J. BISCHOFF, 
Attorneys for Appellee. 
/s/ VICTOR EK. HARR, 
Of Attorneys for Appellant. 


[Endorsed]: Filed December 27, 1948. Paul P. 
O’Brien, Clerk. 


